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Securities and Exchange Commission
Division of Corporation Finance

Office of International Corporate Finance
100 F Street, N.E.

WASHINGTON, D.C. 20549

USA

BY COURIER

Dear Ladies and Gentlemen:

re: Rule 12g3-2(b) Application for QBE Insurance Group Limited

QBE INSURANCE GROUP LIMITED
ABN 28 006 485014

Head Office

82 Pitt Street
Sydney NSW 2000
ALUSTRALIA

Postal Address
GPO Box 82
Sydney NSW 2001
AUSTRALIA

Telephone: +61 {2} 9375 4444
Facsimite: +61 (2) 9235 3166
DX 10171 Sydney Stock Exchange

Further to my letter of February 16, 2007, please find enclosed our 2006 annual report as an

addition to Schedule B since my letter was sent.

Yours faithfully,

Duncan Ramsay
General Counsel and Company Secretary

Annual report enclosed

A Member of the QBE Insurance Group
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NET PROFIT ?/&Q RETURN //?//{\\\
AFTER INCOME TAX 7/ ONEQUITY A

$1,483M

Up 36% from last year

2o

GROSS WRITTEN
PREMIUM

$10,372M

Up 10% from last year

>

>

GROSS EARNED PREMIUM 5M

B Australia $2,428
O Pacific Asia Central Europe 3704
00 QBE wsurance {Europe) $2,586
. Lloyd’s division $2,475
8 the Americas $1,.876

>

26.1%

Up from 23.9% last year
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$8,158M

Up 10% from last year

GROSS WRITTEN PREMIUM $M
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9,408
8,766
8.350
7.723
1 6.793
4,406
2871
Cae ) 2,409
Lk ’ 2,064

Compound annual growth
of 21% over the last 10 years




IN review

PROFIT AND DIVIDEND PAYOUT 2006 2005 % CHANGE
Met profit after income tax SM 1,483 1,081 36
Profit before income tax SM 2,012 1,523 32
Basic earnings per sharg™ cents 184.8 1425 30
Diluted earmings per share? cents 1735 1315 32
Dividend per share cents 95.0 710 34
Shurcholders’ funds M 6,283 5,093 23
GROUP QPERATING PERFORMANCE 2006 2005 % CHANGE
Gioss wrilten premium ShA 10,372 9.408 10
Gross earned premium SM 10,069 9171 10
Net earned premium SM 8,158 7,386 10
Combined operating 1alio % 85.3 89.1
Insurance profit M 1,788 1.288 39
Insurance profit to net earnad
oremium % 219 17.4
Cash flow from eperations M 2,039 1,987 2
CONTRIBUTIONS BY REGION 2006 2005 % CHANGE
Australia Gross earned pramium S 2,428 2.405 1
) B Lombined operating ratio Y% 82.9 836
Pacific Asia Central Europe Gross camed premium S 704 688 2
i Combined operating ratio Yo 84.4 B23 ~
QBE Ir-xsurancezéurope] Gross earé—ed prcmiun_1 SV 2:586 2.370 g
. o Combined operating ratio % 38.8 800
i.\OYd';d-II\JIS\OH T o Gross ear;éd prorniur; $IVI‘ 2,475 2273 ) 9
o B _Combined operating ratio % o 821 . @45 )
the Americas Gross eamed premium $M 1,876 1,435 3i
o ____Combined operating ratio % 89.7 2.9 _
Equa?ga Ret ’ Gross 7ear‘r:3d prermium Sh ) 678 347 95
S o _ Combined operating ratio Y% 81.4 898 )
Investment income Gross M 985 843 17
Net of finance costs and
invesiment expenses S 822 718 14

ALL AMQUNTS IN THIS REPORT ARE DENOMINATED IN AUSTRALIAN DOLLARS UNLESS OTHERWISE SPECIFIED

11) Heflects shares notfied 1o the Australian Stock Exchange. Refer 10 noie 25/A) to the financial statements.

{2} Assumes that all hybnd securities are fully dilutive

134 Eguator Re is the Group's caplive remmsurance company based in Bermuda
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Chairman’s report

Your board is pleased to report that OBE has again
produced an cutstanding result for shareholders

in 2008 with net profit after tax up 36% to

$1,483 million and a superb technical underwriting
result and record insurance profit.

Management’'s focus on profitability, together with favourable insurance L
market conditions, continuing stable world economic conditions and
strengthening investrnent markets, supported the excellent technical
and financial result.

The record profit performance has delivered a significant return on average
shareholders’ funds of 26.1% compared with 23.9% in 2005, and an increase
of 32% in diluled earnings per share.

In recognition of the substantial increase in profit and as a sign of our confidence
in future earnings, the directors have declared a final dividend of 95 cenis per
share, up 45% on the final dividend of 38 cents per share for 2005, The final
dividend will be 60% franked. and the dividend reinvestment and dividend
election plans which were suspended in August 2006 have been reinstated.

QBE's excellent share price performance reflects the strong profit and
positive reaction to recently annocunced acquisitions in the US. OBE shares
outperformed the Australian All Ordinaries Accumulation Index and inflation
with a graowth rate of 52% in 2006 and a compound annual average growth
rate of 35% over the past five years and 23% over the last ten years. QBE's
market capitalisation in the past 12 months increased by 52% tc $24 billion
at 31 December 2006.

The increased profit, the dividend reinvestment plans and the conversion of
hybrid securities during the year resulted in shareholders’ funds increasing by
23% to $6.282 million. The number of issued shares notified 1o the Australian
Stock Exchange increased by 25 million in the year to 819 million.

SHAREHOLDERS' HIGHLIGHTS

FOR THE YEAR ENDED 31 DECEMBER 2006 2005
et profit after income tax S 1,483 1,081
Basic earnings per share'™ cents 184.8 142.5
Diluted earnings per share® cents 173.5 131.5
Dividend payout SM 774 556
Dwvidend per share™ cents 95.0 7.0
Net tangible asscts per share'™ % 5.95 4.76
Cash flows from operations SM 2,039 1,987
Total investments and casht® SM 19,972 17.597
Total assets SM 31,757 29.665
Return on average shareholders’ funds® % 26.1 239
Shargholders’ funds S 6,283 5,093
Borrewings to shareholders' funds® Yo 37.6 418
Capital adequacy multiple 24 1.8

1) Retlects shares notfied 10 the Australian Stock Exchange.
Refar 10 note 201A) to the inancial statements.

2} Assumes ihat all hybiid securities are fully dilutive

3) Excludes ABC hraneial assets pledged for funds at Lloyd's.

4} Includes financia. assets, cash and investment properties.

(5) Includes the equity poruon of hybrid secunies ssued 0 2002 and 2004
{6} Excludes ABC secunues for funds at Lioyd's




The financial statements have been prepared in accordance with
the Australian equivalents to International Financial Reporting
Standards ("AIFRS™). QBE adopted AIFRS in 2005

The balance sheet and all key ratios strengthened during 2006.
Based on the estimated capital requirement for Australian
regulated insurance companies, the capital adeguacy multiple
a1 31 December 2006 was 2.4 times the minimum requirement.
We have made a number of assumptions in applying the
Australian Prudential Regulation Authority's {"APRA") risk-based
capital approach for Australian insurers, noting that APRA

has not yet finalised prudential standards for calculating
consolidated capital adequacy requirements for non-operating
holding companies,

The assessment of QBE's financial strength by varicus rating
agencies has been reaffirmed during the year, with Standard &
Poor's confirming our A+ financial strength rating for our main
operating entities. Equivalent ratings have been confirmed by

AM. Best, Fitch and Moody's. The directors continue to ensure
that the financial strength of all of QBE's operating entities is
maintained at levels adequate io meet the requirements of our
business counterparties, regulatory authorities and rating agencies.

During 2006 we completed a number of acquisitions which
were mainly funded from internal sources, and we also
amended cur Group structure 1o ensure flexibility for future

DIVIDEND

PER SHARE PER SHARE

95.0 cents

Up 34% from last year

DILUTED EARNINGS

Up 32% from last year ”";\‘~ﬁ
p r vear /!

growth and flow of funds. The major fundraising activity in
2006 was the raising of the $750 million of long term perpetual
securities that receive capital credit from regulatory and rating
agencies. These securities assisted in further strengthening cur
financial flexibility at an individual entity and Group level.

The recently announced acquisitions of Praetorian Financial
Group and the Winterthur US operations for a purchase price of
approximately US$2.Q billion will add significant scale to our US
operations and are expected, subject to regulaicry approvals, 1o
be completed in the second quarter of 2007. We have a number
cf options to fund these acquisitions. Funding will be from
existing sources and a combination of new debt and equity, at
levels to ensure that QBE maintains its key financial ratios and
meets our rating agency and regulatory benchmarks.

in support of our capital needs for recent acquisitions

and expected growth, the directors have secured suitable
underwriting arrangements for reinvestment of the next three
dividend payments into QBE shares. The capacity to fully
reinvest our dividends, together with the current levels of
capital, expected future profits and the structure of our debt
securities, should enable us to finance our normal level of
growth and future acquisition activity.

DIVIDEND PAYOUT $M

VAN
A

Up 39% from last year
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QBE's performance and
record profits in 2004

and 2005, during a period
of the highest level ever

of calastrophe lcsses
experienced by the industry,
confirms the Group's
conservative approach

to risk management and
reinsurance purchasing.

As in previous years, the annual raport includes a number of staterments on
our corporate governance struclure and risk management framework, OBE

has demonstrated over many years that it has an effective risk management
structure and a clear focus on key profit drivers. The insurance and reinsurance
industry is subject to the potential impact of increasingly volatile and extreme
weather patterns as evidenced by the US and Gulf of Mexico hurricane

activity in 2004 and 2005. We note the considerable debate on climate change
and generally support endeavours to mitigate its possible effect. We have
adopted practices in our businesses to support governments. individuals and
organisations in managing and reducing environmental risk. One of the most
significant issues we face is the implication of climate change and the effect it
may have on our business, such as the potential underestimation of the impact
of catastrophic events. QBE’s performance and record profits in 2004 and 2005,
during a period of the highest level ever of catastrophe losses experienced by
the industry, confirms the Group’s conservative approach to risk management
and reinsurance purchasing. We continue to research the impact of climate
change and to adapt our strategy when apgropriate. The details of cur risk
management approach are set out on pages 18 and 19 and in the Group's
corporate governance statement on pages 49 1o 50 of this repont.

QBE has a strong focus on staff development, succession planning and the
provision of adeguate incentives to reward and retain our guality people. n
accordance with increased reporting requirements, the annual repert includes
extensive detail on the Group’s remuneration practices. including at risk pay
through incentives and delerred compensation entitlements, particularly

for senior staff members. The QBE staf! incentive schemes are based on
pre-agreed financial targets, mainly return on equity. closely aligning the
schemes with the interests and expectations of shareholders. The incentives
for our senior staff incorporate deferred equity and opticn allocations for
achieving financial performance hurdles and are structured to encourage
long term commitment to QBE. The value of deferred equity and oplions

are directly related 1o QBE's share price.




The majority of our incentive schemes are based on achieving

a targeted return on opening shareholders’ funds using the
seven year spread basis of accounting, which allocates realised
and unrealised gains on equities and investment properties
evenly over a period of seven years. The net profit after tax {or
20086, using the seven year spread basis of accounting, was
$1.435 million compared with $1,044 million last year. Return an
opening shareholders’ funds, adjusted for dividends and share
capital issued during the year, was 29.3% compared with 26.3%
last year. Details af the incentive arrangements and senior
management remuneration are set oul in notes 27 and 28 to the
financial statements and in the remuneration report which forms
part of the directors’ report.

QBE has in place efficient and effective budgeting and planning
processes which are designed to minimise risks relating to

our insurance and investment operations, with the aim of
protecting the interests oi all stakeholders. The directors
support management’'s plans to reduce insurance risk for

both aggregate exposure and claims frequency by purchasing
extensive reinsurance protections. The directors also support

a low risk strategy for investment of policyhelders' and
shareholders’ funds. While economic conditions for the majority
of the international markets in which QBE operates are stable
at present, our prospects for the future have been and will
continue to be influenced by competition and ¢hanges in global,
econoemic and environmental conditions. Your direclors and
management will carefully monitor these conditions, and will
review and amend our strategies and plans if appropriate.

Over the next few years. the global insurance industry will
continue to be subject to regulatory change in relation 10
supervision and reporting. The full effect of convergence

of International Finangial Reporting Standards {“IFRS"),
Eurgpean Solvency li initiatives and reforms of the US National

Temple of Sinawa, Zion National Park, United States

Association of Insurance Commissioners will have a major
impact on all markets. In Australia, the APRA stage 2

reforms are largely complete and the first phase of IFRS

was implemented in 2005. APRA is in the process of finalising
its standards for conglomerates which may have longer term
implications for the domicile of the Group. QBE is currently
well placed to comply with the new reguiatory framewarks.

We continue to support management’s proven and successful
strategy and plans for growth through acquisition and product
and geograghic diversification. This strategy has been vindicated
with cutstanding results over many years and a consistent
increase in QBE shareholder wealth.

My directers and | acknowledge the significant achievement

and hard work of our many staft around the world. In particular,

| congratulate the CEQ, Frank O'Halloran, and his management

team for their contribution 1o producing another outstanding

result. We recognise their dedication and commitment 10

customer satisfaction, ensuring employee motivation and .
upholding a culture of integrity with a clear focus on achieving

an increase in the long term wealth of shareholders.

At the Annual General Meeting in April 2007, The Hon Nick
Greiner AC will retire from your board of directors after 15 years
of continuous supervision and dedication to building QBE into

a global insurance and reinsurance enterprise. Nick's teamwaork
and counsel have been invaluable, and | sincerely thank him

on behalf of the QBE family. | also wish to acknowledge the
support of my fellow directors, for the benefit of their experience
and their commitment to the supervisory task. Finally, | take

this ogportunity to welcome our recently appainted director,
Duncan Boyte, whao joined us in September 2006.

John Cloney
Chairman

QBE INSURANCE GROUP AMNUAL REPORT 2006 5




Historical review

10 YEAR HISTORY

FOR THE YEAR ENDED 31 DECEMBER!" 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997
Gross written premium SM 10,372 9408 8766 8350 7723 6,793 4,406 2877 2403 2,054
Gross earned premjum SM 10,069 9,171 8571 7816 7,197 6298 4,399 2692 2266 13902
Nel earned premium $M 8,158 7386 6781 6,036 5642 4634 3456 2204 1,914 1,608
Claims ratio % 55.8 59.9 61.2 63.3 67.6 76.6 71.2 703 68.1 £8.6
Commission ratio %o 17.0 16.9 17.5 18.2 17.7 20.2 18.3 19.9 18.3 17.1
Expense ratio % 12.5 12.3 12.4 12.3 12.4 12.8 i3.0 13.9 13.9 13.8
Combined operating ratio Yo 85.3 89.1 91.2 938 97.7 1096 1025 1039 1003 995

A lower than expected incidence of catastrophe claims and higher overall premium
rates contributed to a superb technical underwriting result with a record combined
operating ratio of 85.3% in 2006.

Investment income?

before investment gains/losses $M 609 502 431 303 340 336 250 189 161 143

after investment gains/losses SM 822 718 519 413 189 349 310 243 64 163
Insurance profit {loss) SM 1,788 1,288 328 627 406 (119} 186 56 147 116
Insurance profit {lossinel earmed
premium % 21.9 17.4 13.7 10.4 7.2 [2.6) Hhd 2.5 7.7 7.2
Profit (foss)

hefore income tax SM 2012 1523 1,115 765 311 {89} 220 156 157 170

after income tax and

minority interest iM 0 1,483 1,091 357 572 279 (25) 179 132 141 137

The exceptional underwriting result combined with continuing strong investment
returns gave rise to a record insurance profit of $1,788 million and the highest
insurance margin in the Group's history at 21.3% of net earned premium in 2006.

Number of shares on issue™ millions 819 794 745 672 615 585 429 395 383 374
Shareholders’ funds SN 6,283 5093 4,032 3213 2854 2620 1,702 1,135 1087 68
Total assels SM 31,757 29,665 25036 20,443 20.567 18511 13848 8553 5984 5065
Net tangible assats per share™ SM 5.95 4.76 410 417 396 367 313 257 2.56 2.40
Interest bearing liabilities o

shareholders’ funds % 376 a1.8 448 40.3 493 32.0 53.5 22.7 24.9 22.8
Basic earnings per share™ cents 184.8 1426 1231 86.5 427 {1nbl 428 338 373 386
Diluted earnings per sharg™ cents 1735 131.5 1083 775 43 4 49y 407 338 37.3 35.6
Return on average

shareholders’ funds'”! % 26.1 23.9 24.5 183 1.0 (1.1} 12.6 120 139 14.2
Dividend per share cents 95.0 71.0 54.0 42.0 35.0 300 31.0 325 265 24.0
Dividend payout S 774 556 382 287 213 155 132 130 101 88
Cash flow from oparations SM 2,039 1,937 2110 2,089 150 280 173 247 289 350
Total investments and cash®? SM 19,972 17,597 14975 11,823 11504 9183 7334 5232 3.600 3.238

The 36% increase in profit in 2008, the dividend reinvestment plans and conversion
of hybrid securities during the year resulted in shareholders’ funds increasing by
23% to $6,283 million.

{1

Financial information for 2004 and subsequent vears is presented in sccordance with Australian eguivalenis to Iniernational Financial Reporting
Standards {("AIFRS”). Financial information for 2003 and prior yeais has noi been restatec 1o AIFRS

(2} Excludes amortisation and impairment of goodwillintangibles
3
{41 Excludes ABC securities for funds at Llovd's

Reflects shares natified to the Australian Stock Exchange. Refer to note 25(A) to the financial siatements

(%) Assumes that all hybrid secuiities are fully dilutive

(6) 2004 return has been calculated with reference to AIFRS agjusted sharsholders” funds of $2 951 million at 1 January 2004.
{7} Includes convertibte preference shares trom 2000 to 2003 and the eguity portion of hvbnd secunities issued in 2002 and 200
(8} Excludes ABC financial assets pledued foi funds at Lloyd's

{9} Includes financial asseis, cash and investment proparties.




QBE share price
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20 YEAR HISTORICAL SHARE PRICE PERFORMANCE
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—— QBE share price parformance including reinvestment of dividends
—— QBE share price performance
—— Australian All Ordinaries Accumulation Index

QBE's proven strategy of growth through acquisition and product
and geographic diversification has been rewarded with outstanding
results over many years and a substantial increase in wealth for
QBE shareholders.

NET PROFIT AFTER SHAREHOLDERS' FUNDS SM
INCOME TAX §M
] 6.283

2006 | ] 1,483 (200> I 5,093
2005 | —1 1,09 200/ I 4,032
w0 1] 857 700 S '
R — 572 ooz 25
2002 D 279 200 N 2,620
2001 | (25} 2000N 1,709
2000 [ 179 1,135
1999 [ 132 T ’ 1,057
1998 [:] 141 o 968
1997l i 131

Up 36% from last year Up 23% from last year
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Chief executive officer’s report

{ am pleased to report another year of achievement for QBE in which we
substantially exceeded our profit targets and further strengthened our

position in the global insurance market.

Net profit after tax increased by 36% to $1,483 million and
insurance profit before tax increased by 39% 10 $1,788 million.

Insurance conditions continued to be favourable, particularly for
commercial lines of business and reinsurance. We achieved an
overall average increase in premium rates for all portfolios of
around B%. In contrast to 2005, we experienced relatively few
catastrophe losses, however there was an increased incidence
of targe individual risk claims. These conditions, combined with
our conservative approach to managing risk and continued
strong investment markets, have resulted in the highest
insurance margin in the history of the Group at 21.9%

of net earned premium compared with 17.4% last vear.

Cash flow from operations was again very strong at $2.0 billion,
unchanged from last year. The cash flow was after the
payment of claims from the 2005 catastrophes, higher income
tax payments and the funding of pension deficits in the UK

and Australia.

Income tax expense reduced from 28% of profit betore tax

to 26%. This was due 10 higher protits earned in lower tax
countries including Bermuda, the base for our captive refnsurer,
Equator Reinsurances Limited ("Equator Re”).

2006 has again been another busy year for acquisitions 1o
increase profit and meet premium growth targets going
fanaard. In particular, we:

+ acquired the OneBeacon agriculiure division in the US with an
expected annualised gross written premium of $115 million;

« acquired Nordic Aviation Insurance in Denmark with an
expected annualised gross written premium of $15 million;

GROUP KEY RATIOS

* hired a general aviation underwriting team for our new Lloyd's
syndicate 5555 with an expected annualised gross written
premium of $210 million;

* acquired. subject 10 regulatory approval, Pragtorian Financial
Group and its licensed insurance subsidiaries in the US
with an expected annualised gross written premium cf
$1,800 million; and

« hired a marine team in Sweden and established a branch office
with expected annualised gross written premium of $20 million.

Since the end of 2006 we have acquired the Winterthur US
operations including their insurance subsidiaries trading mainly
under the names of General Casualty and Unigard, which will
add an expected annualised gross wiitten premium of $1,850
million. We have also acquired Seguros Cumbre SA de CVin
Mexico., These acquisitions are subject tc regulatory approvals.

We expect the recent US acquisitions to produce gross written
premiurmn of $2.5 billion in 2007 and $3.8 billion in 2008,

The acquisitions of the Praetorian Financial Group and Winterthur
US will significantly increase our scale in the US and are expecied
1o produce annualised profits in the first full year of operations

of around $380 million after tax and estimated funding costs and
before synergies. Our current estimate of the synergies from
these two acquisitions before the end of 2008 is $50 million afier
tax. At this stage, we anticipate consolidating Praetorian Financial
Group from 1 April 2007 and Winterthur US from 1 June 2007,

The proposed funding of these acquisitions and the impact
on capital adequacy are explained in the chairman’s report.

HALF YEAR HALF YEAR FULL YEAR HALF YEAR HALF YEAR FULL YEAR
TO 30 JUN T0 31 DEC TO 31 DEC TO 30 JUN 70 31 DEC TO 31 DEC
2006 2006 2006 20085 2005 2005
Gross written premium SM 5,656 4,716 10,372 5,123 4,285 9,408
Gross garnad premium S 4,932 5,137 10,069 4,331 4,840 9,171
Met garned premium SM 3,998 4,160 8,158 3,506 3,B80 7.386
Clatrns ratio % 58.3 53.3 55.8 61.0 58.9 £9.8
Commission ratio % 176 164 17.0 7.0 16.8 169
Expense ratio % 12.0 13.0 125 12.3 12.3 12.3
Combined operating ratio Yo 87.9 827 - 85.3 90.3 82.0 89.1
insurance profit to net ’
aarned premium % 18.7 25.0 219 18.7 181 17.4
Return on average
shareholders’ funds % 22.2 301 26.1 241 241 238




INSURANCE PROFITABILITY

The Group's insurance pgrofit increased from $1,288 million last year to

$1,788 millicn. Insurance profit comprises the underwriting result plus
investment income on investments set aside to meet our liabilities to
policyholders. The improvement in insurance profit followed a reduction in
catastrophe claims and higher premium rates. Partly offsetting these positives
were higher large individual risk claims and an increase in the leve! of risk
margins to maintain the probability of adeguacy of the outstanding claims
provision at 94.6%, slightly above the top end of our internal target range

of 85% to 94%.

The Group's combined operating ratio (total of claims, commissions and
expenses as a percentage of net earned premium) was 85.3% compared with
89.1% last year. All insurance divisions preduced strong underwriting profits
and the substantial majority of our products and countries around the world
were profitable. As a percentage of average shareholders’ funds, insurance
profit increased from 28.2% last year to 31.4%.

Total investments and cash set aside to meet insurance liabilities and the
Group's capital reguirements increased from $17.8 billion to $20.0 billion,
assisted by the considerable cash flow trom operations. The acquisitions
made in 2006 and early 2007 will significantly increase these invested funds
to around $28 billion by the end of 2007.

Graoss written premium increased by 10% to $10,372 million, mainty from
the acquisitions made in 2005, a continued high retention of business

and the overall increase in premium rates. Gross and net earned premium
growth in Europe were adversely affected by the significant appreciation

of sterling against the US dollar for business written in US currency New
business growth was less than anticipated in & number of classes because
of competiticn and our unwillingness to write business at premium rates that
did not meet our profit targets. Premium rates for our major non-US property
and liability portfclios declined with further rate reductions expected in 2007.
However, property and marine insurance and reinsurance products exposed
to catastrophes in the US and the Gulf of Mexico experienced substantial
premium rate increases. QBE's businesses outside Australia contributed
76% to the Group's gross written premium.

N
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QBE's net exposure to major
catastrophes before tax
continues 1o decrease with the
2006 maximum event retention
from the largest single realistic
disaster scenario being 4.0% of
net earned premium at year end
compared with 4.3% last year.

Net earned premium increased 10% to $8.158 million in ling
with growth in gross earned premium. This was less than

our target of 12.5% growth due to higher than anticipated
reinsurance costs and the opportunity to purchase covers to
further reduce our exposure to large claims and protect profits.

Our reinsurance operations generated $1.470 million of gross
written premium compared with $1,523 million last vear.

The combined operating ratio from this business was 87.9%
compared with 102.2% last yvear. This was due to the much
lower level of catastrophes. Despite the volatility in profits
caused by catastrophes, our reinsurance operations have been
a significant contributer to profit over a number of years. There
were substantial premium rate increases for most reinsurance
classes, however, this did not have a large impact on writien
premium as we chose to reduce cur reinsurance exposures in
2006, particularly to US and Gulf of Mexico catastrophe risks.

The Group's cost of reinsurance protection as a percentage

of gross written premium decreased from 19.0% to 17.8%, even
though we incurred significant rate increases on the protections
purchased for our reinsurance, marine and energy operations.
The cest of reinsurance is made up of 43% proportional
reinsurance mainly for Australia and US programme business,
and 57% catastrophe and other excess of loss reinsurance.
QBE’'s net exposure to major catastrophes befare tax continues
to decrease with the 2006 maximum event retention from the
largest single realistic disaster scenaric being 4.0% of net earned
premium at year end compared with 4.3% last year.

Gross claims incurred as a percentage of gross earned
premium reduced from 73.5% to 54.9%. The reduction in the
gross claims ratio reflects the lower catastrophe claims and
the continuation of a lew frequency of claims on most of our
porifolios. Net claims above $2.5 million from catastrophes and
large individual risk losses in 2006 were 10.0% of net earned
premium compared with 11.7% last year. The net cost of
catastrophes and large individual risk claims in 2006 was well
within the allowances included in our business plans. The net
claims ratio decreased from 59.9% to 55.8%. The 2005 results
benefited from reinsurance recoveries on the large catastrophes
whereas our reinsurers earned significant profits from the
absence of catastrophes in 2008.

The commission ratic increased from 16.9% to 17.0% reflecting
a change in the mix of business during the year, particularly

the growth in the Americas and our Lloyd's cperations where
commission ratios are higher, offset partly by the benefits

from the acquisition of intermediaries in Australia. The Group's
expense ratio increased from 12.3% to 12.5% mainly due to
higher IT costs for new systems in many of cur operations
around the world and the acquisition of intermediaries in
Australia which increased the expense ratio and reduced

the commission ratio by 0.2%.

INVESTMENT INCOME

Investment incoeme net of borrowing costs and investment
expenses increased from $718 million to $822 millien. Qur
short duration fixed interest investment portfolic, increasing
interest yields, strong cash flow from operations and improved
eguity markets benefited investment income during the year.
Gross investment income was $285b million compared with
$843 million last year. The gross investment yield was 5.2%,
unchanged from last year. Lower equity gains in 2006 compared
with 2005 were offset by higher interest yields on increased
investment funds. We tock the opportunity 10 lock in the
majority of our equity gains early in the fourth quarter, in line
with our absolute return criteria. Whilst eguity returns overall
were strong producing a 12.5% vield, they were less than
rmarket benchmarks due to the derivative protections. The yields
achieved reflect our relatively low risk investment strategy.

We continue to maintain a strategy of short duration on cash
and fixed interest investments with an average maturity at the
end of 2006 of 0.4 years. Since year end, duration is slightly
longer and may increase further in the second half of 2007

it we consider interest rates have reached their peak.

We also continued our policy of investing in highly rated fixed
interest securities and value equities. Cur weighting in listed
equities increased from 3.6% of total investments and cash
at 31 December 2005 to 8.6% at 31 December 2006.

IMPACT OF EXCHANGE RATE MOVEMENTS

We continue to match ligbilities with assets of the same
currency as far as practical. The nature of our business and
our significant offshore opearations, particularly in the UK




and US, means that from time 10 time we will have slighi
mismatches. The impact of exchange rate movements for the
year was a net gain of $18 million (2005 $3 million). Interest
rate differentials from hedging our substantial overseas
shareholders’ funds into Australian dollars are included in
fixed interest investment income.

REINSURANCE RECOVERIES
Reinsurance recoveries on cutstanding claims reduced from
$4,213 miilion at 31 December 2005 to $3.624 million. The

reduction is due to recoveries from the 2005 catastrophe claims.

Reinsurance recoveries on incurred but not reported claims
included in this amount were $1,567 million compared with
$1.627 miilion last year. We continue t¢ maintain strict controls
over gur reinsurance counterparties which is evidenced by our
consistently low level of bad debt write-offs over rany years.
We maintain a conservative allowance for doubtful reinsurance
recoveries of $243 million compared with $239 million at the
end of last year.

CLAIMS DEVELOPMENT TABLES

Note 22 in the annual report includes an undiscounted net
claims development tabte for accident years 2001 to 2006.
Our claims incurred and other claims statistics are maintained
on either an accident year or underwriting year basis for each
product. business unit and operating entity. For our overseas
opergtions, they are converted into Australian dollars using
exchange rates at the end of the current financial year. With
operations in 44 countrigs, hundreds of difierent products.
varous reinsurance arrangements and with the Group's

risk tolerance managed on a net basis, it is nhot considered
rmeaningful or practicable to provide claims information other
than on a consolidated net accident year basis.

In previous annual reports, we reported an upgrade to US long
tail casuaity claims for 2001 and prior years mainly for our Limit
operation, acquired in August 2000, and cur US operaticns. In
2002, we ceased underwriting the business that caused this
deterioration. The US casualty development primarily relates

to the Enron, Worldcom and financial laddering claims {written
in the UK} and the casualty tacultative portiolio {written in

the US). Since 2001 we have experienced improved market

Geikie Gorge National Park, Wastern Australia

conditions. In addition, we have cancelled and will continue to
cancel non-performing segments of our business toc improve
overall returns. These factors have resulted in a lower claims
frequency. The positive runoff of all accident years reflects our
conservative claims provisioning which resulted in the release of
risk margins as the claims were setiled below central estimates.
The 2006 and prior accident years include risk margins which
will be released over time if our claims continue to be settled
within central estimates.

CAPTIVE REINSURER

Included in note 37 to the financial statements are the results
of Equator Re, our captive reinsurer. Equator Re provides excess
of loss protections for most of QBE's subsidiaries around the
world below the retentions deemed agpropriate for the Group.
Equator Re also participates on a number of the Group's excess
of loss and proportional reinsurance protections placed with
external reinsurers as well as proportional reinsurance from
whoily owned operations in Europe. The exposures written

by Equator Re are included in the Group's maximum event
retention which is the Group's estimated net loss from its
largest single realistic disaster scenario.

Equator Re has generated significant risk margins for the

Group as well as producing an underwriting profit in each year
since 2002. The underwriting profit for 2006 was $100 million
compared with $30 million last year. The increase in profit
reflects the lower incidence of catastrophe claims in 2006,
partly offset by an increase in large individual risk claims and

an increase in risk margins in outstanding ctaims. Gross written
premium was up 155% to $301 million and net earned premium
increased 82% to $538 million. Each of the operating divisions’
reinsurance costs includes the amounts reinsured to Equator Re
and these amocunts are eliminated in the overall Group results.

For 2007, we expect Equator Re will write gross written
premium of over $1.2 billion with the increase coming from
new excess of loss and proportional reinsurance from the
divisions. Its net exposures are expected toc remain substantially
unchanged as the Group has purchased additional reinsurance
protections for catastrophe losses.
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2007 targets

GROSS WRITTEN
PREMIUM

$13,500M

NET EARNED
PREMIUM

$11,400M

GROSS
INVESTMENT YIELD

At least 5.5%

INSURANCE PROFIT

Around 18%
of net earned
premium

NET PROFIT
AFTER INCOME TAX

To increase by
at least 20%

OUTLOOK

The acquisitions made in 2006 and early 2007 will benefit gross written
premium growth in 2007 and 2008. Subject to regulatory approvals, the
Praetorian Financial Group and Winterthur US acquisitions are expected

to be consolidated effective from 1 April 2007 and 1 June 2007 respectively.
Organic growth is expected to be slightly in excess of lapsed business

and a continued high retention of customers is likely to be offset by lower
premium rates, currently estimated to reduce by an overall average of 3%.
At current exchange rates, we expect gross writlen premium [0 increase
by close to 30% in 2007 to $13.5 billion and net earned premium by close
to 40% to $11.4 billion. As the recent acquisitions will be consolidated for
a full 12 months in 2008, we are currently targeting growth in gross written
premium and net earned premium for 2008 of 18%.

The reinsurance ratio for 2007 is expected to reduce from 17.8% in 2006

to arcund 15% of gross written premium, assuming a normal level of
catastrophes. The reduction is primarily due to the lower reinsurance
requirements of the two recent acquisitions in the US and the increased
participations by Equator Re. The Group's maximum event retention as

a perceniage of net samed premium will be lower than 2006 due to the
acquisitions and additional catastrophe covers purchased to protect Eguator Re.
We have placed our 2007 reinsurance protections at costs in line with 2006.

The risk profile of our reinsurance operations was reduced in 2006 as a result of
our experience frem the US hurricanes in 2005. This was to improve the reward
for the significant catastrophe risks that we underwrite. We anticipate no
changes in our risk profile in 2007 other than a reduction in the net retention
from our largest single realistic disaster scenario as a percentage of net earned
premium. Changes to the portfolio mix following the recem acquisitions are
expected 10 provide greater diversity and spread of risk in the US.

Our analysis of the Group's claims ratio between attritional, large risk and
catastrophe claims indicates that the 2007 business plan allowances for large
risk and catastrophe claims substantially exceed the amounts incurred in
each of the past 10 years, including 1992 and 2005 which are recognised as
the worst years on record for frequency and severity of insured catastrophe
losses. These allowances are around four times the net retention from our
largast single realistic disaster scenario.

The combined commission and expense ratio is targeted to remain unchanged
in 2007 including recent acquisitions. We are targeting & slight reduction in
2008 due to synergies from acguisitions and the implementation of new IT
systems in many countries throughout the world.

The gross investment yield is targeted 1o be in excess of 5.5% for 2007.

wWe do not expect stock markets o improve at the same rate as the past
three years and we have assumed & 4% capital appreciation on equities.

The increase in interest rates over the past year on our substantial US and

UK investment portfalios will assist our expectations for higher investment
income yields. Using current exchange rates, net invested funds are expected
1o be around $24 billion by 31 December 2007 as a result of the acguisitions
and anticipated strong cash flow.

lncome tax expense is expected 1o be around 26% of pre-tax profit.

The Group's probability of adequacy of outstanding claims is 94.6%, slightly
above the top end of our internal target range of 86% tc 94%. In addition, our
provision for uneamed premium includes a significant allowance for large risk and
catastrophe claims in 2007. These factors, together with the recent acquisitions
and our current low frequency of claims, give us cenfidence that we are able 10
achieve an insurance profit of around 18% and increase net profit after tax by
more than 20% in 2007. The achievement of these targets is subject to:

- large risk and catastrophe claims not exceeding the significant allowance
in our business plans;

« no significant reduction in premium rates;

+ no significant fall in equity markets and interest rates;

» no material movernent in current exchange rates; and

« no material change to key inflation and economic growth forecasts.




SUMMARY

QBE's results for the past year substantially exceeded our
targets due to overall average premium rate increases being
slightly higher than anticipated and a relatively benign year for
catastrophe claims. The results are after a substantial increase
in large individual risk claims and an increase in the dollar value
of risk margins included in outstanding claims. Importantly,
QBE’s atiritional claims ratio remains low for the substantial
maijority of classes of business written around the world.

QBE has completed 2006 with risk margins in cutstanding
claims providing a probability of adequacy of cutstanding
claims which is slightly in excess of the high end of cur internal
target range. The increase in risk margins in outstanding

claims in recent years is largely a result of the increase in the
Group's exposure to non-US long tail classes of business and
the growth in business. The probability of adequacy of the
Group's outstanding claims provision will vary from time to time
depending on the mix of short, medium and long tail business
and economic and industry conditions such as latency claims,
claims inflation, interest rates and foreign currency exposures.

We have again been very successful with our acquisition
activity in 2006 and early 2007. The two recently announced
large acquisitions in the US and the acquisition in Mexico were
again at prices which are projected to be earnings per share
accretive in 2007. The acquisition of the Praetorian Financial
Group will increase the specialist insurance programme
business written through managing agents in the US from

$1.4 billion to $3.1 billion in & full year or around 50% of our
Americas gross premium income. The QBE team in the US

has produced excellent results from this type of business in

the past four years. The acquisition of Winterthur US increases
the business written through independent and in-house agents
in the US from $0.4 billion to $2.2 billion in a full vear. We
anticipale our reinsurance operation in the US to remain at its
current size of around $0.4 billion of gross written premium. Gur
focus in the Americas in 2007 and 2008 will be to integrate the
new acquisitions into the QBE culture and achieve the expected
profits after tax and synergies previously mentioned.

We will continue to pursue our strategy of growth by acquisition
using our established criteria. We are currently looking at small
bolt on opportunities in Latin America, continental Europe,

Asia and Australia. The acquisition of Limit in August 2000

was a strategic move to build cur business in the UK. The two
recent acquisitions in the US were also carefully timed and are
strategic to our fong term plans. They are at prices which meet
cur long established criteria for acquisitions. We have converted
close to 100 acquisitions over the past 25 years and we now
have experienced teams in each division who understand QBE’'s
approach to acquisitions. QBE has & well diversified spread of
business, both geographically and by product. On an annualised
basis, our US and UK operations will be around 40% and 38%
respectively of QBE's total worldwide gross written premium.
Australia will fall helow 20% but this was not unexpectad given
that Australia represents less than 1.5% of the world's non-life
premium income.

QBE's diversification and its comprehensive appreach to risk
management have enabled it to achieve significantly improved
insurance profitability in recent years. We continue to lead terms
and conditions on most business in the countries in which we
operate. Our low attritional claims ratics and our substantial
allowances for large risk and catastrophe claims in our business
plans should mean that we can absorb the anticipated cverall
average price reductions of around 3% in 2007 and meet our
profit targets.

We continue to have a low turnover of senior staff and have
gusality employees capable of filling more senior roles in the
Group. All our operations around the world understand that

they must operate within the parameters of our measurable

and approved business plans. They have a very strong focus

on business acumen and increasing wealth for our shareholders.
These factors and the acquisiticns made in 2006 and 2007

tc date also give us confidence about cur future performance.

The excellent 2006 results and our positive outlook have been
achieved from our focused, disciplined and professional team
of around 7,900 staff which will increase to over 10,000 as a
result of the recent acguisitions. | appreciate the enormous
support and loyalty that | receive from my fellow employees and
their significant contributions over the past year. | also thank

our directors for their encouragement and the support that they
have provided on the many initiatives that we have undertaken,
particularly the two recent major acquisitions.

I look forward to working with the QBE team to achieve our
financial targets for 2007 and to build further shareholder wealth
going forward.

Frank O'Halloran
Chief executive officer
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Worldwide portfolio mix

QRE’s property insurance products provide cover against physical 1oss or damage 1o assets for
individuals and many types of retail, commercial and industrial ventures ranging from small to
large value risks. being both rural and city based. Cover is generally available for fire and perils,
consequential loss following business interruption, accidental damage and crime exposures.
Through our operations in the US and Lloyd's, we also provide insurance protection to insurers
and reinsurers against catastrophes and individual risk claims.

Miability2linc| iding liaBility)

QBE is a leading provider of liability insurance solutions designed to protect businesses
and officers against tegal liabilities arising from their day to day operations. We have 2 keen
focus on working with our customers to reduce the frequency of losses and we provide
tailored solutions to enable effective risk and cost mitigation. We write a large internaticnal
account and a limited portfolio of liability business throughout the US, fecusing mainly on
small to mid-sized regional clients including home owners, farm owners and general liability
for commercial operations.

ey

Motoandimotocasiialty

QOur motor insurance products provide corporations, businesses and individuals with

a comprehensive range of protections for their commercial and private vehicles which
normally can be extended to incorporate third party liability coverage where appropriate.
QBE generally targets specific motor market segments and territories. We are a leading
insurer in the UX for standard and specialised motor feets, including London buses,
commercial bus and coach fleets, as well as "blue light” fleets comprising palice, fire,
ambufance and emergency services vehicles.

OBE underwriles workers' compensation business usually for its own account or, in the case

of some jurisdictions, as an agent of government based schemes. Workers’ compensation
insurance provides employers with financial protection against liabilitics resulting from
workplace injurics. Cur focus is on rehabilitation of injured workers end helping them retrn

10 the workforce as quickly and effectively as possible. We also assist customers in improving
workplace safety and reducing the risk of workplace injuries. OBE writes a diversified portfolio
ol workers' compensation business from corporate and industrial accounts lo the domestic level
for full-time and part-time househcld employees.

Maninefandfene oy

QBE is a lead underwriter in the marine and energy insurance sectors around the globe. In the
marine segment, QBE provides coverage for hulls, hulls under construction. marineg liabilities,
protection and indemnity, cargo insurance and private pleasure craft insurance tor the boating
enthusiast. In the energy sector, we provide lead capacity for physical loss or damage and
business interruption coverage, on risks as diverse as offshore oil and gas platforms, onshore
oil wells and segments of the petrochemical industry.




CONTRIBUTIONS BY REGION

GROSS WRITTEN NET EARNED NET PROFIT AFTER COMBINED

FOR THE YEAR ENDED PREMIUM PREMIUM INCOME TAX OPERATING RATIO
31 DECEMBER 2006 2005 2006 2005 2006 2005 2006 2005
M $M M $M M $M % %
Australia 24n 2,431 2,051 2,015 387 360 829 836
Pacific Asia Cenlral Europe 727 691 563 536 87 103 844 823
QBE Insurance [Europe) 2,502 2558 2,209 1,954 385 314 88.8 90.0
Lloyd's division 2,711 2,236 1.644 1,743 374 213 82.1 945
the Americas 1,941 1,492 1,153 843 109 62 89.7 92.9
Equator Re 901 353 538 295 141 39 814 898
Elimination — internal reinsurance {901) {353) - - - - - -
Group 10,372 5408 8,158 7386 1483 1.0M 85.3 891
Direct and facultative 84902 7885 7,006 6,152 1,382 1,116 84.9 86.4
Inward reinsurance 1,470 1,523 1,152 1,234 101 (25) 87.9 102.2
Group 10,372 2408 8,158 7386 1483 1091 85.3 89.1

. WORLDWIDE PORTFOLIO MIX

T GROSS EARNED PREMIUM
\\ FOR THE YEAR ENDED 31 DECEMBER 2006 2005
‘ © . Manne, energy ang aviat on 11.7% 8.3%
\ 0O Acodent and health 6.1% 6.2%
\‘ T Propery 25.6% 26.9%
L -, ‘ O Maeter and mator casua'ty 15.0% 13.7%

' / Farca and cred: 2.6% 2.5%
W Loy 19.9%  218%
-7 Proiessioral indenity 9.0% 1%

Workers' compersal on 8.1% 8.9%

Other 2.0%

OTHER INSURANCE RATIOS

FOR THE YEAR ENDED 31 DECEMBER
% Y% % %

Premium growth
Gross written 10.2 7.3 5.0 841
Net earned 10.5 8.9 12.3 7.0
Reinsurance ceded 10 gross wiritten premium 17.8 19.0 20.3 217

Net writlen premium Lo gross wrilten premium 82.2 81.0 79.7 78.3

insurance profit to average shareholders’ funds!™ 314 28.2 26.6 200

{1} 2004 comparatives are calculated with reference to the AIFRS adjusted shareholders’ funds of $2,851 million at
1 January 2004,
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Group financial targets
and performance goals .~ -~ -+~ -

P
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T oo W

TARGETS™ ACTUAL

Achieve an insurance profit margin of 16.0% to 17.0%

Insurance prefit margin of 21.2%

Increase profit after income tax and diluted earnings per share Profit atter income tax increased 36% and dituted
by more than 10% @arnings per share increased 32%

Achieve a return on average shareholders’ funds of more than 20% « Return on average shareholders’ funds of 26.1%

» Gross writlen premium growth of 10% + (Gross written premium increased 10.2%
* Net earned premium growth of 12.5% » Net earned premium increased 10.5%
» Reinsurance ratio of 17% or less * Reinsurance ratio of 17.8%
+ Mainiain expense ratio of 12.0% or less * Expense ratic of 12.5%
+ Tax rate of around 27% = Tax rate of 26% o
* Maintain Group capital adequacy mubtiple of maore than 1.5 times » Capital adequacy multiple of 2.4 times the mmimurini
APRA's minimum requirement for Australian licensed insurers requireiment
= Gross investment vield slightly in excess of 5 0% « Gross investment yield of 5.2%
v
PERFORMANCE GOALS ACTUAL

.
.

Maintain overall premium rates at levels sufficient to achieve
targeted attrilional claims ratios

Overall increase in average premium rates of 6%

Maintain existing terms, conditions and deductibles

.

Existing terms, conditions and deductibles
substantially retained

Further reduce risk profile of insurance business Lower maximum gvent retention ratio achieved

Continue high retention of key staff and managers Very low turnover of key staff and managers

OPENUPQBE programme extended

Effective foreign exchange hedging — 318 million net gain

Continue promotion of QBE's culture and essential behaviours

Continue Lo effectively manage the impact of foreign
exchange volatility

« Achieve gross investment vield target with a low risk investment strategy  * Gross investment vield of 5.2%

®

Targets assume: large losses and calastrophes noi exceeding the significant allowanee in ot business plans: no significant reduction in premium rates, no significant
fall in equity markets and interest 1aies; no major movernent in curient exchange rales: and no material change to key inflation and econornic giowth forecasis,

STRATEGY AND PLANNING QBE has developed a business planning
framework which ensures that there is
a systematic and disciplined approach
to planning throughout the Group.

The framework helps to:

« establish a clear direction and parameters for carrytng on business

in each operating division;

build confidence in our ability to execute our carporate strategies

and deliver against our business plans,

more accurately project profitability and financial performance;

« improve alignment of internal resouices with external opportunities;

= generate greater accountability and transparency in decision making; and

« target the reduction of uncertainty and volatility, thereby reducing the
likelihood and impact of events that could threaten our ability 1o meet
our business objectives.




e 200/

TARGETS*

Achieve an insurance profit margin of 17.5% to 18.5%

Increase profit after income tax by more than 20% and diluted earnings
per share by more than 15%

Achieve a return on average sharehclders’ funds of more than 23%

Gross written premium growth of close to 30%

Net earned premium growth of close to 40%

Reinsurance ratio of around 15% of gross wriiten premium

Achieve a combined commission and expense ratio of 29.5% or less

Tax rate of around 26% or less

Maintain Group capital adeguacy multiple of more than 1.75 times
APRA's minimum reguirement for Australian ficensed insurers

*

Gross investment yield slightly in excess of 5.5%

CFAERATTCNAL FERFOANCE

PERFORMANCE GOALS

Complete and integrate the acquisitions in the Americas

Achieve largets and synergies from acquisitions

Maintain attritional claims ratio at less than 47.5% of net earned premium

Increase Equator Re's participation gn external reinsurance programmes

Further reduce risk profile of insurance business and maximum event retention ratio

Continue high retenlion of key staff and managers

Successful implementation of new IT systems in all divisions

Achieve gross investment vield target with a low risk investment strategy

The QBE board of directors approves the Group's strategy and Business plans are subject to detalled review by local and
detailed business plans prepared by management and reviews Group senior management. They are prepared annually and
acival performance against the plans. The strategy is censistent actual results are menitored regularly 1o denufy adverse trends
with shareholder expectations, our corporate financial profile, so that remedial action can he taken at an early stage. Regular
our arganisational culture and our capacity 1o cifectively reporting tc both local and Group boards on performance
manage risks. The strategy and plans form the basis for our against the business plans, including action plans 1o correct
sk tolerance within the Group. adverse vanances, is a fundamental control within the Group.
Business plans are developed for all classes of insurance

b
fu
fi

usiness, for our invesiment portfolios and for all support
nctions. The plans clearly document our strategy for achieving
nancial targets and performance goals within the limits set.

Annual budgets included in the business plans form the basis
for delegating authorities 1o all managers and staff with specific
responsibifities, including underwriters, investment managers
and ¢laims managers.
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Risk management

1 George Thwaites
Group chief risk officer

2 Blair Nicholls
Group chief actuarial officer

Qur ability to manage risk is central to the success of our business. Over time,
we have developed processes and internal controls to identify and manage
risks in all key areas of nsk exposure. As risk management is a continuous
process, our approach is targeted to ensure risk management is tailored to suit
our business requirements whilst remaining within our risk tolerances.

RISK STRATEGY

QBE's risk management strategy is underpinned by a number of

roebust processes which are aimed at reducing uncertainty and velatility
and avoiding unwelcome surprises. All risks are subject to rigorous
identification and evatuation throughout the business management cycle.

The Group risk management policy, strategy and framework are embedded

in the Group head office and each of the divisions, providing a consistent
approach to managing risk across the crganisation. The implementation of

risk management at the divisional level enables local management to use their
specialised knowledge of each portfolio 10 ensure risks are mitigated at that level.

Risk tolerances are in place for each of the categories of risk faced by the Group:

* insurance risk;

» operational risk, including loss of key QBE people;
* acquisition risk; and

« funds management and treasury risks.

By evaluating risks against these predetermined tolerances, QBE is able

to direct resources appropriately and manage risk to acceptable levels.

Qur internal capital modelling process enables assessment of the risk to reward
profile of each business unit, and capital is allocated to reflect the past results
and volatility of the business written. QBE's overall risk 1olerance for each
category of risk is defined in terms of the maximum pre-tax loss that the Group
is prepared to accept whilst continuing to achieve profitability targets.

QBE applies a rigorous methodology to assess potential catastrephe claims,
including the use of realistic disaster scenarios, commercial catastrophe
loss models and in-house catastrophe loss assessment tocls. The outcomes




ol these assessments help to set the level of reinsurance
required by QBE and, in conjunction with QBE’s risk appetite,
determine the amcunt of risk that is retained by the Group and
in any one geecgraphic region, business unit or for a particular
peril. In 2006, the availability of reinsurance of a sufficiently high
security rating and on reasonable terms has been an industry
wide issue. QBE has taken steps to further improve the security
and engoing availability of reinsurance through the use of the
Group security committee and a range of external and internal
arrangements.

CLIMATE CHANGE

There is currently much debate on the issue of climate change
and the potential impacts of increasingly volatile and extreme
weather patterns and carbon emissions on the insurance and
reinsurance industry. We note the considerable debate on

the various reasons for climate change and generally support
endeavours to mitigate its possible effect. Importantly, we
focus on the implications of climate change on our business.
One of the most significant risks is the potential for the
underestimation of the impact of catastrophic events on QBE
and the insurance industry. An inherent strength of the QBE
Group is our high level of diversification which mitigates the
potential impact of extreme weather events in any one part

of the world. The success of QBE’s strong risk managerment
approach and conservative reinsurance purchasing is refiected
in our record profit results in 2004 and 2005 during which the
highest ever level of catastrophe losses was experienced by
the industry. QBE recognises that insurance pricing and capital
allocation models must be regularly updated 1o reflect the latest
scientific evidence, population shifts, changing property values,
ex1ra costs incurred for goods and services from demand surge
and short and long term seasonal weaither forecasts. As a
leading merber of the Lloyd's market, QBE is participating in

Orpheus sunrise, Orpheus Island, Australia

the work currently being undertaken by the Lloyd's emerging
risks team to improve the quality of catastrophe modelling to
deal with the impacts of more frequent and severe weather
refated events.

REGULATCORY DEVELOPMENTS

The flexibility of QBE's principles based risk framewaork

allows for adaptation in the face of changes in the regulatory
or business environment. Regulators, rating agencies and
investors continue to converge in their focus on understanding
the risks taken by insurers, how they control those risks and
the capital required in order 10 provide adegquate protection to
policyholders and others. The core principles of the International
Association of Insurance Supervisors, to which many regulators
now subscribe, indicate the likelihood of turther extension of
nisk based supervision. Sigmificant changes are currently being
implemented by many jurisdictions such as the European
Solvency It initiatives targeted to be in place in 2003-10, the
APRA stage 2 reforms which have been largely completed,
except for those related to corporate groups, and the US
National Association of Insurance Commissioners which is
targeting various reforms by 2010.

Most of the major regulators overseeing the operations of the
QBE Group have risk based supervisery methodologies and risk
based capital medels in place. Rating agencies also now either
explicitly assess enterprise risk management in their rating
process or include the key elements of risk management as
part of their broader rating approach. Ongoing discussions

with these stakeholders indicate that the QBE risk management
framework meets expectations.

QBE continues 10 be committed to sound practical risk
management in order 1o proiect shareholders” and
policyholders’ interests.
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QBE people

QBE is cemmitted to attracting, developing
and retaining high quality employees.

Jenni Smith
Group general manager HR

EMPLOYEE NUMBERS

7,900 people

Up from 7,790 last year

CBE Group is a global organisation currently operating in 44 countries

with significant businesses in the key general insurance and reinsurance
markets around the world. Over recent years, we have experienced strong
growth through acquisitions of businesses, the latest being in Sweden,
Denmark, Mexico and the US. We currently have more than 7,900 employees
which will increase to over 10.000 employees on completion of our recent
US acquisitions.

OUR PEOPLE STRATEGY

Our peaple are selected for their ability, experience and ‘can do’ approach

to their roles. The development and retention of our people as our intellectual
capital is recognised as paramount for QBE to consistently achieve high
business standards and ultimately deliver superior returns to shareholders.
The Group's aim is to develep our own talent, leveraging off the experience
of our highly skilled and experienced teams around the world thiough a range
ot development activities. QBE has an international reputation as a quality
employer with a highly developed culture based on performance and reward.
We have competitive remuneration structures in place which align employee
periormance with company and stakeholder objectives whilst also ensuring
longer term cemmitment from our senicr executives.

(BE CULTURE, STANDARDS AND VALUES

Underpinning our strategy of attracting, developing and retaining quality
people is the CPENUPQBE programme which is actively promoted to staff
across the Group. The programme, which was developed in 1994 with input
from all divisions, has the full support of the Group board and the chiet
executive officer. It involves nine “"essential behaviours™ which form the basis
of our business and leadership standards and illustrate the values which
embedy the OBE culture. These standards and values provide consistency

in all key activities and create a common thread throughout our organisation.
The strength of the QBE culiure has provided a platiorm for the successful
integration of the diverse teams from the many acquisitions over recent years.

QOPENUPQBE IN ACTION

The first OPENUPQBE programme was presented by Frank O'Halloran

in 1995 and has since been extended to increase the capabilities and
commercial awareness of staff in key functional areas and in so doing,
delivers improved management leadership and business acumen. in 2006,
the OPENUP Claims programme was implemented 10 demonstrate the
application of the QBE essential behaviours to claims management. This

has generated 19 business improvement projects around the Group within
the Group's core philosophy of promptly paying valid claims. The content

of the programme was written by senior managers in the business to provide
rigour and credibility to the programme. By addressing key strategic and
tactical issues within the Group through real business projects and case
studies, OPENUP Claims has raised staff awareness of how we do business
at QBE and has provided a forum to generate new ideas and build successful
teamwork. The programme has enabled participants to demonstrate their
commercial ability and implement tangible business improvements which
positively influence QBE's key profit drivers and deliver superior returns

to sharehclders. The identification of region specific issues to be tackled
through the pregramme’s business improvement methodology bas enabled
each division to integrate the QBE essential behaviours into how they conduct
their business locally.
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FPERFORMANCE MANAGEMENT, STAFF

DEVELOPMENT AND SUCCESSION PLANNING

Qur annual performance management process provides the
forum for measuring performance and setting objectives, with
most staff assessed against QBE's nine essential behaviours
as outlined above. QBE is also committed to providing a range
of personal development opportunities for employees to realise
their full potential and progress within the organisation. Our
principal goal is to ensure that the best people occupy the key
positions at all levels of the business and that robust succession
plans are in place for each of those roles. Key roles throughout
the organisaticn have been analysed and documented using

a formalised succession management framework. A pool of
potential candidates has been identified against this matrix

of key roles. and is regularly assessed in terms of current
perforrmance and future potential using a set of consistent
measures, Succession plans are aligned 1o individual career
aspirations and development activities are agreed 1o meet
skills gaps.

REMUNERATION AND REWARD

QBE operates in a competitive global market and our
performance based remuneration and reward structures

must 1ake into account the diversity of individual roles and the
cemplexity of each local operating environment. QBE aims to
provide a mix of financial and non-financial rewards to attract.
motivate and retain high performing ‘can do’ pecple, within

a cost struciure aligned to shareholders’ interests and which
is sustainable in the fong term.

, Motivating our people \
@ 'ntrusting \

= Optimising outcomes [k
~usiness acumen ‘

5,

Delivering
superior

returns to
shareholders

/

In order 10 encourage high levels of performance and to achieve
our vision of increasing shareholder wealth, at risk incentive
arrangements are in place for most staff worldwide through
participation in short term incentive {"STI") arrangements.

These arrangements reward staff when they achieve or exceed
financial targets andfor meet personal performance objectives.

Qur senior management group and other selected high
performing individuais participate in an annual deterred
compensation award, the Deferred Compensation Plan ("DCP™),
with awards in the form of equity in QBE. The value of the DCP
is linked tc the future creation of shareholder wealth. It also
assists in the retention of key staff. Under the DCF participants
are granted conditional rights to fully paid shares and options to
subscribe for shares at market value. Participation in the annual
equity award is contingent an meeting financial targets for ST!
purposes and there is a vesting period of a minimum of three
years, other than for centain equitable circumstances, before
ihe DCP shares and options are exercisable. Also central 10 our
incentive arrangements is the Employee Share and Option Plan
{"the Plan”) which has been in place since 1981. Over 6,000 of
our employees at all levels of the organisation now hold shares
in QBE thrcugh the Plan. Details of the Plan and the DCP are

set out in note 27 to the financial statements.

Our very low turnover of senior and middle managernent staff
dernonstrates the eftectiveness of our rermuneration and reward
system and other retention policies.

QBE INSURANCE GROUP ANNUAL REPQRT 2008
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(Group operations executive

The Group operations executive comprises the chief executive officer, the chief
operating officer, the chief financial officer and the heads of the QBE insurance
divisions. The key objective of this team is 1o build and control QBE's insurance
business and tc maximise opportunities available to the Group in the markets

in which we choose to operate.

VINCE McLENAGHAN

FANZIIF, AGE 47

Mr MclLenaghan was appointed
chief operating officer of the Group
in 2006. He is also currently chief
executive officer of Australia Asia
Pacific ("AAP”). Mr MclLenaghan has
been in the insurance industry for
30 years. During his 24 years with
QBE, he has served in a number

of general management roles,
including as managing director of
our Asia-Pacific operaticns.

FRANK O'HALLORAN

FCA, AGE 60

Mr O'Halloran was appointed chief
executive officer in January 1998. He
joined QBE in 1976 as Group financial
controller. He was appointed chief
financial officer in 1982, joined the
board as director of finance from
1987 to 1994 and was director of
operations from 1994 to 1997. Mr
O'Halloran is a chartered accountant
and has had extensive experience in
professicnal accountancy for 14 years
and insurance management for over
30 years.

‘ TIM KENNY

2 NDBS, MICM, AGE 45
Mr Kenny is currenily president and
chief executive officer of QBE the

4 Americas. He has over 24 years
3 1 Vince MclLenaghan experience in the insurance industry
| 2 Frank O'Halloran including 13 years with QBE Group
T . 3 Tim Kenny during which he has served as
4 Neil Drabsch senicr vice president, chief financial
5 Steven Burns officer and treasurer in the Americas.

NEIL DRABSCH

FCA, FAICD, FCIS, AGE 58

Mr Drabsch was appointed chief
financial officer of QBE Insurance
Group in 1994 and acts as deputy
company secretary of GBE
Insurance Group Limited. He joined
QBE in 1991 and was the Group
company secretary from 1992 (o
2001. Mr Drabsch has over 40
years experience in insurance and
reinsurance management, finance
and accounting, including 24 years
as a practising chartered accountant.

STEVEN BURNS

FCA, AGE 48

Mr Burns is currently chief
executive officer of QBE's

European operations. He is a
chartered accountant and was
finance director of the Janson Green
managing agency at Lloyd's from
1987, prior to it being acquired by
Limit in 1998. Mr Burns became
chief executive afficer of the Limit
Group in August 2000. In September
2004 he was appointed chief
executive officer of European
cperations as part of the restructure
of our European company operations
and Lioyd’s division.




QBE INSURANCE GROUP ANMUAL REPORT 20056 23




24

Operations overview

QBE is an international general insurance and reinsurance group
underwriting most major commercial and persona!l lines classes

of business through operations in 44 countries.

AUSTRALIA PATIRIC ASIA CENTRAL EURCFE

AUSTRALIA
General insurance operations throughout Australia providing all major
lines of insurance cover for personal and commercial risks.

PACIFIC ASIA CENTRAL EUROPE

General insurance in 25 countries in Asia, Pacific and Central Europe
providing personal, commercial and specialist insurance covers,
including professional and general liability, marine, corporate property
and trade credit.

Gross written prermium
Gross earned premium
Met earned pramium

2006 2005
SM 3,218 3,122
SM 3,132 3.093
SM 2,614 2,551

Combined aperating atio % 832 83.3

Staff numbers

5,232 5,302

COUNTRIES OF OPERATION

LLOYD'S DIVISION {TRADING AS LIMIT)

The largest manager and second largest provider of capacity at Lloyd's
with capacity in 2007 of £1.1 billion, writing commercial insurance and
reinsurance business in the Lloyd's market.

Major events impacting European operations in 2006 were:

« Establishment of a dedicated aviation underwriting team through
the creation of syndicate 5565.

« Below average frequency and severity of catastrophe losses.

« Establishment of a branch office in Sweden.

= Integration of the British Marine acquisition.

Australia Malaysia
Major events impacting APACE operations in 2006 were: Bulgaria Moldova
= Significant storm activity in the region, particularly Cyclone Larry China New Caledonia
in Australia and typhoon activity in Asia. Crech Republic New Zealand
» Acguisition of the remaining 50% of Concord underwriting agencies Denmark Papua New Guinea
in July. Estonia Philippines
« Acquisition of Nerdic Aviation Insurance Services in Denmark in April. Fiii Singapore
. R:_eceipt of approval 1o open a liaison office in India. French Polynesia Slovakia
Hong Kong Solomon Islands
Hungary Thailand
Indonesia Ukraine
Macau Vanuatu
Macedonia Vigtnam
EURORFEAN OFERATIONS
QBE INSURANCE (EUROPE) 2006 2005
Insurance and reinsurance business in the UK and Ireland, and insurance Gross written premium SM 5,213 4,794
business in mainland Furope. Results also include British Marine which Gross earned premium SM 5,061 4843
was acquired by the Group in 2005. Met earned premium &M 3,853 3,697

Combined operating ratio % 85.9 921

Staff numbers 1,767 1.6517
COUNTRIES OF OPERATION

Bermuda Japan

England lLuxembourg

France Scotland

Germany Spain

Ireland Sweden

ltaty




Bermuda-

KEY ® Australia Pacific Asia Central Europe [ Europe [0 the Americas B Equator Re

THE AMIERICAS

General insurance and reinsurance business in the Americas. Head office is in 2006 2005
New York with operations in North, Central and South America and Bermuda. Gross written premium SM 1,941 1,492
(Gross earned prermium 5Mo1,876 1,435

Major events impacting the Americas in 2006 were:

- C g I 4
= Successful negotiation of the acquisition of two significant progerty and 28[ eameid prer’nlym . S:‘A 1.153 9823
casualty businesses in the US, being Praetorian Financial Group and ombnad operating ratio % 897 ‘
Siaff numbers 805 729

Winterthur US Holdings. Both are expected to complete in the second
quarter of 2007.
» Below average frequency and severity of catastrophe losses.

COUNTRIES OF OPERATION

L X . .. Argentina Mexico
« Acquisition of the OneBeacon agriculiural business, writing farm and ranch, .
. . . . . . Bermuds Panama
cemmercial agriculiural and companion lines in 12 states in the US, .
Brazil Peru
Colombia United States
INVESTMENTS
Management of the Group's investment portfolio. Management of less 2006 2005
than 2% of the Group's investments is outsourced. (Gross investment income SM 985 843
. ) L 3 Met investment income v 718
Major events impacting investment management in 2006 were: _ ” . S 822
) ) R . . . . Fair value gains on equities SM 104 130
» Conlinued increase in oil prices until August, at which point prices
suddenly weakened. Stafl nuimbers 49 4%
« Commodity prices were generally strong. Investments and cash SM 19,972 17,597
» After 17 successive interest rate increases, the Federal Reserve in
the US held interest rates in June.
* Equity markets experienced a major sell off in May, but ended the
year on a strong note.
I [
EQUATOR RE 1 !
The Group's captive reinsurer, based in Bermuda. Equator Re provides COUNTRIES OF OPERATION
excess of loss protection for the majority of the Group's subsidiaries around Bermudy

the world, as well as participating on a number of the Group's excess of
loss and propontional reinsurances placed with external reinsurers.

A hardening retrocession market has made it difficult for insurers to access reinsurance protection with acceptable security
at a reasonable price. Equater Re has enabled the Group to more effectively manage its reinsurance costs.

A below average freguency and severity of catastrophe losses has resulted in a significant increase in profit.

QBE INSURANCE GROUP ANINUAL REPORT 2006 25
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Lavender sea, Tasmania. Australia

APACE has general insurance operations in 26 countries
in Australia, Asia-Pacific and Central Europe. The division
provides personal, commercial and specialist insurance
covers, including prefessional and general liability, marine,
corporate property and trade credit,
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Australia Pacific
Asia Central Europe

Australia Pacitic Asia Central Europe {"APACE") produced another outstanding
underwriting result with a combined operating ratio of 83.2% compared with
83.3% last year. This slight improvement is due to a continued low frequency
of claims despite further overall average premium rate reductions. Insurance
profit 1o net earned premium was an excellent 23.8% unchanged from last
vear. APACE consists of businesses in 26 countries, the substantial majority
of which produced underwriting and insurance profits for the year.

Gross written premium increased 3% to $3.218 million, gross earned
premium for the year increased 1% to $3.132 million and net earned premium
was up 2% to $2,614 million. Premium growth came from our continued high
retention of customers and organic growth being slightly in excess of lapsed
husiness. despite increased compatition for most classes of business.

KEY RATIOS — APACE

FOR THE YEAR ENDED AUSTRALIA PACE TOTAL APACE
31 DECEMBER 2006 2005 2006 2805 2006 2005
Gross written premium  SM 2,491 2,431 727 691 3,218 3,122
Gross earned premium SM 2,428 2,405 704 688 3,132 3093
MNel earned premium $M 2,051 2015 563 536 2,614 2551

Claims ratio % 559 551 420 408 528 528
Commission ratio % 118 127 204 18.7 13.7 140
Expense ratio % 15.2 148 220 228 167 164

Combined operating ratio % 829 836 844 823 832 833

Insurance prefit 1o net
sarned premium % 247 242 208 222 238 238

PORTFOLIO MIX — AUSTRALIA

GROSS EARNED PREMIUM
FOR THE YEAR ENDED 31 DECEMBER
O Professional indemnity
O Credit and surety
O Accident and health
.5 Property
b \ Motor vehicle

/ / o Travel
Householders

Compulsory third party {“"CTPY}

O

General liability
Workers' compensation
Marine and aviation
Other

BO0OOC
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Australian operations

Our operatians in Australia continue to produce excellent
underwriting results with a combined operating ratio of 82.9%
compared with B3.6% last year and an insurance profit of 24 7%
compared with 24.2% last year. The improvement in results
reflects the continued low frequency of claims, high customer
retenticn and the lapsing of business which did not meet our
profit criteria as a result of increased competition. The combined
operating ratio is after the cost of Cyclone Larry, an increase in
the number of large individual risk claims and an increase in the
dollar value of risk margins in cutstanding claims.

QBE is a market teader for most of the commercial products
that we underwrite in Australia. The substantial mzjority

of partfolios produced underwriting results ahead of plan.
Premium rates for most portfolios decreased to reflect the
improved claims experience and adjustments have been
made by our various teams o ensure that we continue to
retain our quality customers. Claims frequency continues

to be at historically low levels for most portfolios.

Gross earned premium increased by 1% to $2,428 million.
The lower overall average premium rate reductions of around
3% in 2006 were more than offset by high customer retention
and organic growth teing slightly ahead of lapsed business.
Net earned premium increased by 2% to $2,051 million.

Many of our products improved undenwriting profitability,
particularly the workers' compensation, liability and trade credit
portfolios. Our travel, rural and small to medium property portfolios
were affected by Cyclone Larry and large individual risk claims.
The NSW and Queensland computsory third party and other
portfolics produced lower but satisfactery underwriting results.

The continuation of a low frequency of claims in most classes
of business has resulted in the net claims ratic decreasing from

56.1% to 55.9%. The acquisition of a number of intermediaries
over the past two years helped reduce the comrmssion ratio from
12.7% to 11.8%. However, the expense ratio increased from
14.8% 10 15.2% due to expenses of the new intermediaries and
the higher IT costs to improve eificiency.

Australian operations won the National Insurance Brokers’
General Insurer of the Year award for the fifth consecutive year.
This, together with other initiatives designed to ensure QBE

has a growing relationship with its distribution channels, has
enabled us to maintain high custormer retention and pursue
new business initiatives. Our IT strategy is focused on removing
duplication and manual intervention that exists in our daily
dealings with intermediaries.

We have experienced growth in a number of classes

of business during 2006 as a result of our initiatives on
cross-selling of products. However, we have not written
business where premium rates were inadequate. particularly
in professional liahility products.

We are gradually building our builders” warranty and medical
malpraciice insurance businesses in Australia. Increased
competition and price reductions have meant that we have
not met cur initial expeciations for premium targets for these
classes. We are committed to these two new classes of
business for Q8E but at prices, terms and conditions which
mean we can make a reasonable return gver the long term.

The excellent results over the past few years and increased
competition have resulted in a further slight reduction in overall
premium rates for the renewable 1 January 2007 business.

We are satisfied that the current market conditions still allow
us to meet our profit requirements for each of cur products.
Going forward we expect the combined operating ratio to
deteriorate slightly from the excellent result achieved for 2006
and premium growth to be around 3% without acquisitions.

AUSTRALIAN OPERATIONS
COMBINED
OPERATING RATIO

82.9%

Compared with 83.6% last year

INSURANCE
PROFIT RATIO

28,7 %

Compared with 24.2% last year

QBE INSURANCE
AUSTRALIA WINS

NiBA General Insurer of the
Year for a record fifth year

QBE Group has been 1ecognised for
an unprecedented fifth consecutive
vear as General Insurer of the Year at
the 2006 National Insurance Brokers
of Australia {"NIBA") convention. The
award is recognised =

as Australia’s most /
presligious in the
Auslralian general
insurance industry.

ACQUISITION
National Credit Insurance
(Brokers) Pty Limited

In late December 2005, QBE Group
purchased National Credit Insurance
(Brokers) Pty Limited ("NCIB"). NCiB
distributes trade credit products
throughout Australia and New
Zealand, The company's success

in a highly competitive market is
due to its niche focus and targeted
producl and service propositions.

QBE INSURANCE GROUP ANNUAL SEPORT 2008
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Pacific Asia Central Europe

Our Pacific Asia Central Europe ("PACE™) division produced a solid underwriting
result with a combined operating ratio of 84.4% compared with B2.3% last
year and an insurance profit of 20.8% compared with 22.2% last year. The
deterioration in the combined operating ratio was mainly due 1o premium rate
reductions and an increase in the frequency of large property claims.

The majority of countries in which we operate produced an underwriting
profit and overall claims frequency continues 1o be low. Strong underwriting
profits were achieved in Hong Kong, Hungary, Macau, New Zealand, the
Pacific Islands, Singapore, Slovakia, and Ukraine. Small underwriting losses
were produced in Denmark, Moldova, the Philippines and Vietnam. Very
pleasing results were achieved in ali other countries.

Gross written premium increased by 5% to $727 million and gross earned
premium increased 2% to $704 million. Prermium growth was affected by a
slight reduction in gverall average premiumn rates and increased competition.
Net earned premium increased 5% to $563 million.

The claims ratio was 42.0% compared with 40.8% last year. The slight
deterioration is due to the reduction in premium rates and an increase in large
property claims. The commission ratio was 20.4% compared with 18.7% last
year. with the increase due to changes in geographic and product mix and
slightly higher commissions 1o retain business. The expense ratio decreased
from 22.8% to 22.0% even though we commenced implementation of new

IT systems in a number of countries.

PACE business is conducted in 25 countries where we have at least a 50%
shareholding, management control and a strong distribution base of over
12.000 agents, and longstanding business relationships with key insurance
brokers. Qur policy for each of our businesses is 10 be the master of our own
destiny. Qur relationships with our joint venture partners in Asia and Central
Europe continue 1o be very strong.

PORTFOLIO MIX — PACIFIC ASIA CENTRAL EUROPE

GROSS EARNED PREMIUM
FOR THE YEAR ENDED 31 DECEMBER 2006 2005
[ Prefessional indemnity 10.1% 10.4%
3 Marine 13.6% 11.1%
O workers' compensation 5.8% 8.0%
27 Motor and moior casually 17.3% 18.8%
Property 24.3% 24.8%
- Accident and health 7.6% 7.5%
O Liability 7.8% 7.5%
.. Engineering 3.6% 3.2%
{J Travel 3.7% 3.0%
[ Househoiders 3.3% 3.5%
B Other 2.9% 4.2%




We continue to focus on higher business retention and
building our specialist product lines through intermediaries.
We have considered a number of acquisitions but we have
been unsuccessful due to the higher prices being paid by
comgpetitors. We are investigating other acquisitions but
we will only pay prices which meet our acquisition criteria
established over a long pericd of time,

SUMMARY

The merger of our PACE and Australian operations to form
APACE in early 2005 has been successful with significant
synergies already obtained. We have also made better use

of our professional skills in @ number of products to cross-sell
1o cur clients,

The 2006 result was outstanding with the substantial majority
of our operations and products producing strong underwriting
profits. We will continue ¢ focus on building cur businesses

in each of the countries in which we operate, acquisitions that
add value and new distribution channels. The 2006 underwriting
profit was slightly higher than 2005 and compares very
favourably against our peers. It reflects the focus that we have
“on creating wealth for our shareholders.

The managerment responsibility for our Central Ecrapean
operations was transferred from PACE to our European
operations divisicn with effect from 1 January 2007.

Qur European operations division has recently extended its
activities into a number of new countries and we felt it was
time 1o introduce one approach for Europe and better utilise
the substantial product skills that we have based in London.
The APACE team has done an excellent job in bringing Central
Europe into QBE’s culture, with particular emphasis on business
acumen. Following the change, the division will be known as
Australia Asia Pacific.

PACIFIC ASIA CENTRAL EUROPE
COMBINED :
OPERATING RATIO i

344 %

Compared with 82.3% last year

QUR KEY OBJECTIVES FOR 2007 ARE TO:

+ drive closer alignment of our business strategies to

those of our key intermediaries;

complete at least one acquisition in Asia-Pacific:

continue to improve operational efficiency and eliminate
duplication;

complete the implementation of IT strategies to reduce
expenses;

continue our quality customer {focus to increase retention,
sales and profitability; and

further develop the cross-marketing and distribution initiatives
across the Australian and Asia-Pacific businesses.

+

We expect 2007 underwriting profil to continue to be strong
but at a slightly higher combined operating ratio than 2006
due 1o lower premium rates and increased competition,

We have a strong team of insurance professionals and
management to ensure that we continue to create wealth for
our shareholders. | extend my sincere appreciation 1o the team
in APACE for their loyalty, hard work and contribution during
2006. | also extend my gratitude to our joint venture partners
for their support and dedication, as well as our intermediaries
for their loyalty and business.

Vince MclLenaghan

RESEARCH INTO THE INDIAN MARKET

The Indian general insurance market presents an exciting opporlunity
for OBE, growing at more than 20% annually. QBE carried on general
insurance business in India for close to 50 vears until the sector

was nationalised in 1972, The economic and regulatory environment
has once more become attractive to foreign companies. After much

negetiation and as a first step towards building on this emerging
opportunity, OBE was granted regulatory approvals to establish a

INSURANCE
PROFIT RATIO

20.8%

Compared with 22.2% last year

liaison office in 2006. This is viewed as a major step forward for
QBE in India and will help QBE expand its netwark of business
contacts, providing an excellent platform to realise Tutwre growth.

QBE INSURANCE GROUP ANNUAL REPOSRT 2036
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Atlantic reflections

(QBE's European operations comprise QBE Insurance (Europe)
and the Lloyd's division trading as Limit. OBE Insurance
(Europe) writes insurance and reinsurance business in the UK
and Ireland, and insurance business in mainland Europe. Limit
underwrites reinsurance and commercial insurance in the
Lloyd's market and is the largest managing agent at Lloyd's.
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European operations

The combined operating ratio for European operations was 85.9% compared
with 92.1% last year. The significant improvement in underwriting results is
due to a lower level of large catastrophe claims and overall premium rate
increases, parlly oifset by an increase in large individual risk claims. The
combined operating ratio also benefited from a continued low frequency

of claims on non-catastrophe exposed business.

Gross earned premium increased by 9% to $5,061 million, primarily due to
acquisitions in 2005 and the overall average premium rate increases, particularly
for energy and US based property risks. Qur new Lloyd's aviation syndicate
55565, supported by an experienced London market team, commenced
business in October, with small earned premium for the year. Premium growth
has been affectad by the weak US dollar and by the decision to significantly
reduce our exposures to US and Gulf of Mexico hurricanes compared with
7005. Net earned premium increased 4% 1o $3,853 million. Growih was
affected by higher reinsurance costs for catastrophe protections and new
proportional reinsurance with Eguatcr Re. Net earned premium growth

before the proportional reinsurance to Equator Re was 9%.

KEY RATIOS - EUROPEAN OPERATIONS

QBE INSURANCE TOTAL EURCPEAN
FOR THE YEAR ENDED {EUROPE) LIMIT OPERATIONS
31 DECEMBER 2008 2005 2006 2005 2006 2005

Gross written premium  SM 2,502 2,558 2,711 2,236 5,213 4794
Gross sarned premivm  SM 2,586 2,370 2,475 2,273 5,061 4643
Net earned premium SM 2,209 1,954 1,644 1,743 3,863 3,697

Claims ratio % 622 523 494 G536 56.6 62.9
Commission ratio % 145 153 20.7 203 17.2 177
Expense ratio % 121 124 120 108 121 115

Combined operating ratic %  88.8 900 821 945 859 92.1
Insurance profit 1o net
earned prermium Y 19.8 168 263 124 226 14.7

PORTFOLIO MIX - QBE INSURANCE (EUROPE)

GROSS EARNED PREMIUM

FOR THE YEAR ENDED 31 DECEMBER 2006 2005

O Professional indemnity 14.7% 14.2%

O Financial and credit 3.4% 2.8%

/ iMarine and aviation 8.8% 4.6%
/ / O Accident and health 1.5% 2.3%
—- O Bloodstock 2.3% 2.3%
O Property tieaty 4.4% 55%

/g Property facultative and direct 9.3% 3.6%

O workers' compensation 11.1% 13.7%

O Motor vehicle 22.8% 18.1%

Casualty 1.5% 4.3%

(1 Public and product liability 17.4% 18.8%

B Other 2.8% 2.8%




QBE Insurance (Europe)

QBE Insurance (Europe} writes insurance and reinsurance
business in the UK and Ireland, and insurance business in
France. Spain. ltaly, and Germany. In addition, the results include
British Marine which was acquired by the Group in late 2005.

This divisicn produced anather strong combined operating

ratio of 88.8% compared with 90.0% last year, All major

classes of business produced excellent results even though

our employers” liability, professional liability and general liabitity
products experienced overall average premium rate reductions
and increased competition. We continue 1o experience a low
frequency of claims on the majority of portfolios, particularly

on the UK and internationa! {(non-US) casualty accounts. Qur UK
property account traded profitably, but the international property
account was affected by two major risk claims.

Gross written premiurn reduced by 2% to $2,502 million
primarily due to the transfer of a large portion of the reinsurance
business to syndicate 566 in Limit and premium rate reductions
for most classes of business which more than offset the
premium incorne from acquisitions in 2005. Grganic growth
was lower than anticipated due to the reduction in premium
rates and increased competiticn for metor, employers’ liability,
professional liakility and general liability business.

The claims ratio slightly reduced 10 62.2% compared

with 62.3% last year. This reflects the continued low claims
frequency during 2006, partly offset by an increase in large
individual risk claims.

The commission ratio reduced from 15.3% to 14.5% due to

a change in mix of business. primarily the acquisition of British
Marine which has a lower commission ratio than the average
for QBE Insurance {Europe). The expense ratio decreased from
12.4% 10 12.1% reflecting a number of factors, including further
synergies from restructures previously announced.

QBE INSURANCE (EUROPE}
COMBINED '
OPERATING RATIO

88.8%

Compared with 90.0% last year

INSURANCE L
PROFIT RATIO )

19.8%

Compared with 16.8% last vear

General insurance operations for the division produced a
combined operating ratio of 84.6% compared with 83.4%
last year. The slight deterioration reflects the impact of lower
premium rates and higher large individual risk claims. The

UK and international {non-US) casualty portfolios continue

to produce excellent results as did some of the more niche
accounts such as bloodstock, leisure and sport. crisis
management and the asset and product protection portfolios.
Qur Ensign motor business produced a solid combined
operating ratio in a very competitive market. As reporied above,
the property account was impacied by two major risk claims.

The combined operating ratic from the relatively small inward
reinsurance operations was 130.6% compared with 128.7%.
The increase is due to an upgrade in the prior year claims
provision. A substantial portion of the reinsurance business
written in OBE Insurance (Europe) was transferred 1o Limit

at the end of 2005.

QBE Insurance (Europe} business continues to have a large
weighting to long tail business. We expect a slight deterioration
in the combined operating ratio in 2007 due 1o the premium
rate reductions on these portfolios in 2006 and during the major
renewal season on 1 January 2007,

We continue to lock for opportunities to expand our UK
regional and mainland European businesses using our
distributicn channels and diverse product skiils in our London
operations. For 2007, the prospects for growing the mainland
European business have been boosted by the transfer back
and reintegration of our Central European operations within
this diviston.

SEEING THINGS DIFFERENTLY

In 2006, OBE Insurance (Furope) extended

s communications with brokers and other
intermediaries, focusing particularly on small
to medium sized enterprises in regional
centres cutside the Greater London area.

This successful campaign illustrated examples
ol the company’s innovative and customer
focused approach to specialist lines of
insurance, The campaign has resulted in
increased awareness of QBE as a leading UK
insurer across a broader business network and
has positively impacted intermediary business.
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Limit

Limit is currently the largest manager and second largest provider of capacity
at Lloyd's. QBE provides 100% of capacity for syndicates 566, 2000, 1036 and
5555, and 69% of capacity for syndicate 386, Cur Lloyd's capacity for 2007

is £1.1 billion compared with £1.0 billion for 2006. The increase is primarily
for our new aviation syndicate 5555.

Limit's results for 2006 were excellent with @ combined operating ratio
of 82.1% compared with 94.5% last year. This significant improvernent
is due io the lower level of large catastrophes and higher premium rates,
principally on US catastrophe-exposed property and energy business. All
active syndicates produced excellent results. Claims frequency continued
to be low due to the actions taken to improve portfolio performance in
recent years and the reduced exposure to attritional losses and US and
Gulf of Mexico hurricanes, particularly in syndicates 566, 2000 and 1036,

Gross written premium was up 21% to $2,711 million and gross earned
premium was up 9% 10 $2,475 million due to overall average premium rate
increases on property and energy business exposed to catastrophes, the
transfer of reinsurance business from QBE Insurance (Europe} and a small
contribution fzom the new aviation syndicate which commenced in Cclober.
Premium growth was affecied by our decision to reduce exposure to US
and GuH of Mexico hurricanes and the appreciation of sterling against the
US dollar for the conversion of our subsiantial US dollar domiciled business.
The growth in premium for our casuaity business {primarily non-US} was
affected by lower premium rates and increased competition. However,
customer retention remains high. Net earned premium reduced by 6% to
$1,644 million due to the naw proportional reinsurance to Equater Re and
increased reinsurance costs 1o protect catastrophe exposures. Net earned
premium growih before the proportional reinsurance to Equator Re was 5%.

The net claims ratio decreased from 63.6% to 49.4%. This substantial
improvement is due to the lower net claims from catastrophes, the continued
low frequency of claims across the majority of portfolios and positive
development of prior year claims.

The commission ratio slightly increased from 20.3% to 20.7% due 1o the
slight change in mix of business. The expense ratic increased from 10.6%
o 12.0% due to higher incentives from increased profits. lower profit
commissions from external capital providers to syndicate 386 and higher
IT costs for the implementation of new systems.

PORTFOLIO MIX — LIMIT

GROSS EARNED PREMIUM

FOR THE YEAR ENDED 31 DECEMBER 2006 2005

O Piofessional indemnity 12.9% 13.4%
Marine, energy and aviation 27.7% 17.9%

O Property 26.0% 28.7%

O Public and products liability 29.3% 295%

B Other 4.1% 10.5%




The combined operating ratio from general insurance business
was 90.5% compared with 93.0% last year. This superb

result reflects the continued low frequency ¢f claims on non-
catastrophe exposed business. The combined operating ratio
for inward reinsurance was an excellent 53.4% compared with
98.2% last year. The substantial reduction is due to the lower
net claims from catastrophes, the substantially higher premium
rates and a generally lower risk profile.

Qur first full year of operation of the new general aviation
syndicate 5655, 1ogether with our high retention of customers
and our lead position for the majority of products which

we underwrite, will assist premium growth in 2007.

SUMMARY

The significant renewal season of 1 January 2007 saw a slight
decrease in overall average premium rates of 3% as a result

of the continued low frequency of ¢claims and increased
competition, although this varied markedly by ¢lass of business.
We have a lead position in the London market and we are
looking for opportunities tc build our business using our
substantial London market expertise for specialist products

in regional LUK and mainland Eurcpean markets. Qur 2007
exposure {0 major catastrophes is largely unchanged from
2008. We have been able to restructure some of our reinsurance
programmes to enable a slight overall reduction in the cost

of reinsurance in 2007 whilst also enhancing the quality and
security of the protections provided.

We are satisfied with our decision in 2006 to significantly reduce
our exposures toc improve the reward for our shareholders over
the long term. We will not be tempted by the relatively low level
of catastrophes in 2008 1o write more premium volume and
Increase our exposures 1o windstorms and other catastrophes.

We continue to look for opportunities te further diversify cur
products in our mainland Furopean business. The Central
European operations which were part of QBE's APACE division
in 2005 and 2006 have been transferred to European operations
with effect from 1 January 2007 to enable us tc maximise our
geographic and product spread. After the transfer we will have
operations in 12 countries across maintand Europe.

LiMIT
COMBINED o
OPERATING RATIO o

B2.1%

Compared with 94.5% last year

[

We continue to maintain a conservative approach to reinsurance
purchasing and retentions for farge losses and catastrophes.
This, together with our philesophy of cautious reserving of

pricr year exposures and substantial allowances in unearned
premium for large losses and catastrophes, gives us cenfidence
regarding cur performance in 2007.

OUR KEY OBJECTIVES FOR 2007 ARE TO:

* continue to seek acquisition opportunities that meet CBE's
criterig and fit our strategic pricrity to further enhance our
preduct mix and geographic spread;

successfully reintegrate the Central European countries
with our cther mainland European operations to deliver
profitable growth;

continue toc deploy cur specialist products to a wider client
base and to refine our underwriting delivery through more
diverse distribution channels;

« focus on protecting our underwriting margins in the
anticipated competitive market conditions that will prevail
throughout 2007; and

continue to seek further operational and process synargies
10 achieve cost reductions, particularly through our medium
term strategy 1o reduce our multiplicity of IT platforms.

2006 was an exceptional year in terms of profitability for cur
European operations. The most pleasing aspect is that the
substantial majority of cur portfolios produced improved returns
for our shareholders. The now expanded Eurcpean operations
provides us with new opportunities and challenges to build on
our many preducts and strong portfclio management capabilities.

| appreciate the dedication, hard work and support of my team.
| particularly thank them for the significant contribution that they
have made to the very strong 2006 result.

Steven Burns

THE LAUNCH OF A NEW SYNDICATE

Launched on 1 Oclober 2006, syndicate bbh5 is OBE's new dedicated,
specialist aviation syndicate. The creation of syndicate 5555 represents a
major step forward in all aspects of OBE's involvement in the speacialist
aerospace sector and builds upon some 40 years of experience in Australia
and syndicate b66's aviation reinsurance bogk The new syndicate, which

is based in London and forms part of our Limit operations, will write a book

of business across three main sectors:

INSURANCE
PROFIT RATIO '

26.3%

Compared with 12.4% last year

* Airlines - commercial jet operators with upwards of 50 passengers per aircraft

« General aviation - all classes of aircraft, helicopters and airships up ta a
maximum of 50 seats

* Products - airports and third party service providers

QBE INSURANCE GROUP ANNUAL REPGRT 2008
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Desert bloom, Nevada, United States

With headquarters in New York, QBE the Americas writes
general insurance and reinsurance business in the US,

Central and South America and Bermuda.

39
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the Americas

QBE the Americas is comprised of four main streams of insurance
and reinsurance business. The specialist insurance programme
business focuses on niche products and markets through
managing agents. Our generat insurance business comprises
regional brands that focus on small to medium clients throughout
the Americas to distribute insurance products through independent
and in-house agenis. The Latin America division comprises generat
insurance operations in Argenting, Brazil ang Colombia and
reinsurance businesses through our joint venture QBE Det Istimo

in Colombia, Mexico, Panama and Peru. Finally, the fourth stream
is our reinsurance business, supporting predeminantly small 1o
medium insurers with limited exposure to major catastrophes.

QBE's operations in the Americas produced a record
underwriting profit with a combined operating ratio of 89.7%
compared with 92.9% last year. The improvement was partly
due to higher overall average premium rates and a slightly lower
level of catastrophes. There were 2 number of small tornado
and hail catastrophe losses in 2006.

Gross written premium increased 30% to $1.941 miflion and gross
earned premium increased 31% to $1,876 million. This substantial
increase was due 10 acquisitions made in 2005 and 20086, higher
overall average increases in premium rates and a continued high
retention of business. Net earned premium increased 37% to
$1.153 million. The substantial difference between gross and net
earned premium is due 1o propartional reinsurance ceded to highly
rated reinsurers for our specialist programme business. Of the
total reinsurance cost of $723 million, 9% related to propertional
reinsurance. Equator Re participates on a number of these
proportional reinsurance programmes.

The net claims ratio was 55.9% compared with 60.0% last year.
Our continued low frequency of claims and our very low exposure
to long tail casualty business has been beneficial. The commission
ratio was 25.6% compared with 25.5% last year with the small
increase mainly due to lower profit commissions from proportional
reinsurance protections. The expense ratic increased from 7.4%

10 8.2%, primarily from the higher expense ratio on growth in
general insurance business, increased staff incentives from
improved profitability and the cost of new IT.

General insurance business for 2006 was 77% of total gross
writien premium compared with 72% last year. This reflects
our strategy of focusing on general insurance business. The
combined operating ratio from our general insurance business
was 91.1% compared with 92.5% last year. Our reinsurance
business, which is primarily US regional and Latin American
business, produced a combined operating ratio of 86.7%
compared with 23.5% last year.

The majority of products produced excellent underwriting
results as did the acquisitions made in 2005 and 2006. We
continue to focus on selected regional portfolios in the US
o ensure that we are not as exposed to major catastrophes
as others who write nationwide accounts and large risks.

The last few months of 2006 have been very productive in our
acquisition activity. We have been fortunate 1o be able to make
two large acquisitions in late December 2006 and early January
2007 respectively which not only meet QBE's acquisition criteria
but also provide further product diversification and increased
distribution in the US. These acquisitions are subject 1o
regulatory approvai.

The acquisition of Praetorian Financial Group will more than
double the size of our specialist insurance programme business
written through managing agents. QBE has an excellent record of
profitability in this type of business. The Praetorian Financial Group
was reactivated in 2005 to carefully select profitable specialist
insurance programmes from the over 250 written by the Clarendon
Insurance Group, a wholly owned subsidiary of Hannover Re.

The integration of Pragtonian Financial Groug's business into QBE,
utilising QBE's management approach, will mean that our US
operations will have close to $3.1 billion of annualised specialist
insurance programme gross written premium.

KEY RATIOS - THE AMERICAS

FOR THE YEAR ENDED 31 DECEMBER 2006 2005
(3ross written prernium SM 1,941 1,492
Gross earned premium M 1,876 1,435
MNel earned pramium S 1,153 843
Claims ratic Y% 55.9 80.0
Commission ratio % 25.6 255
Expense ratic Yo 8.2 7.4
Combined operating ratic Yo 89.7 929
Insurance profit Yo 139 103

PORTFOLIO MIX — THE AMERICAS

GROSS EARNED PREMIUM
FOR THE YEAR ENDED 31 DECEMBER

O roperty

O Casualty

O Mator and motor casualty
S Accident and heaith

O workers' compensation

B Cther




The acquisition of Winterthur US complements the acquisitions
of National Farrmers Union in late 2005 and the OneBeacon
agriculture business in 2006, with general insurance business
written through independent and in-house agents. Winterthur US
writes business mainly through two well known brand names,
General Casualty and Unigard. This acquisition will add 1,700
independent agents in 33 states of the US focusing on small

to medium sized client business. The Winterthur US business
provides QBE with excellent infrastructure, including IT 1o grow
the general insurance business through the independent agency
stream in the US. The acquisition will increase our annualised
general insurance gross written premium 10 close to $2.2 billion.

Managing agents are full service agents for specific products using
appropriate delegated authorities, generating higher commissions
and low expense ratios. Independent agents are generally sales
agents selling products on behalf of a number of insurers.

In addition to the above, the Americas’ final two streams of business
comprise Qur reinsurance operation, which is predominantly

regional US business of approxirmately $0.4 billion, and our Latin
Armerica business of $0.2 billion. Our focus for the next two

vears will be on integrating the recent acquisitions in the US, the
achievement of $50 million of synergies after tax and on building

our Latin America business. The recent acquisition of Seguros
Curnbre SA de CV in Mexico will provide us with an ideal hase for
commencement of general insurance operations in Mexico. It has a
profitable commercial lines portiolic of small to medium sized clients
with an expected annualised gross written premium of $60 million.

The acquisitions mean that gross written premium is expected
to grow by more than 150% in 2007 and a further 20%

in 2008. As the Praetorian Financial Group and Winterthur

US acquisitions have a relatively low exposure to major
catastrophes, the cost of our excess of loss reinsurance
protections will substantially reduce as a percentage of
premium to around 8% compared with 9% in 20086.

THE AMERICAS
COMBINED
OPERATING RATIO
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We expect additional profits after tax from our new acquisitions

of $380 million in the first full year of operation before synergies
and after the cost of funding. Longer term, we aim 10 exceed

this using our disciplined approach to portfolic management, our
continued focus on return on capital allocated to the Americas and
our dedicated management of the products that we underwrite.

In 2008, ABE the Americas will be close te 40% of the Group's
gross written premium as a result of the acquisitions. Our team

is aware of the need 1o maximise the oppontunities from our
existing excellent businesses and the new acquisitions, We

remain committed to pricing adequacy, underwriting integrity,
sound agency management and a counter-cyclical approach

to insurance and reinsurance on property, casualty and health
business using our admitted and non-admitted licences. Our
strategy of regular review of each portiolio to improve performance
and product and geographic diversification has worked well for us.

OUR KEY OBJECTIVES FOR 2007 ARE:

* integration of the Praetorian Financial Group and Winterthur
US portfolios and operations and the achievement of profit
largets and synergies;

*+ continued focus on gradually expanding our presence in key Lalin
American markets and integration of Seguros Cumbre in Mexico:

« to maintain discipline on pricing; and

* to maintain high retention of our quality customers.

The beard and management of QBE Group have given
management of QBE the Americas enormous support with the
three acquisitions in recent months. Qur objective is to deliver
the targeted returns and more.

| express my sincere appreciation for the enormous support
and dedication that | have received from our team over the
past 12 months, particularly their cantribution 16 the strong
insurance profit for 2006 and their assistance on our recent
acquisition activity.

Tim Kenny

QBE THE AMERICAS — AGRI BUSINESS DIVISION

In September 2006, QBE the Americas continued its strategy of focused
diversification with the comgpletion of the previously announced acquisition
of OneBeacon Insurance Company’s Agri business division,

From its Kansas offices, the new QBE Agri division writes farm and ranch, commercial
agricultural and companion linegs throughout the US with a concentration in 12

core states. QBE the Americas is proud to welcome the division's employees and
management as members of its specialist insurance team and will continue 1o support
the division's trusted relationships wilh its longstanding independent agent network.

QBE Agri anticipates it will write over 3115 million in premium in 2007. Coupled

with the acguisition of National Farmers Union Insurance Company in 2005 and

the acquisition of Winterthur US, QBE will be one of the leading agricultural insurers in
the US. OBE's agricultural based busingss will now excaed $380 million in premium.

QBE INSURANCE GROUP ANMUAL BLPORT 2006
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Investments

Mark ten Hove
Group general manager, investments

INVESTMENT INCOME

Investrnent income for 2006 was ahead of budget and our overall internal
benchmarks. This outperformance was due to interest rates being sfightly higher
than anticipated, a continuation of strong equity markets and our decision 1o

be short duration on cash and fixed interest securities. The results for the year
were achieved on a low risk investment strategy with targets based on achieving
absolute returns. We have now outperformed the absolute return targets in
seven oul of the past eight years since these targets were introduced.

We significantly outperformed external benchmarks on cash and fixed interest
securities for our major portfolios in the UK, US, Australian and Euro markets.
Our short duration strategy has consistently worked tor us during the recent
period of rising interest rates. We underperformed equity markets, primarily
because of our absolute return focus including the locking in of equity gains for
2006 in Octlober. The equity derivatives were unwound in early January 2007

Gross investment income was $985 million compared with $843 million last
year. The Group's gross investment yield on cash and fixed interest securities
increased from 4.3% to 4.7% and the overall gross vield including eguities
was unchanged at 5.2%. The yield on cash and fixed interest securities
includes unrealised gains and losses 10 bring investments to market value.
Net investment incame including borrowing costs and investment expenses
increased from $718 million to $822 million. The gross and net investment
incorme includes realised and unrealised gains on equities of $104 million
before tax compared with gains of $130 million before tax last year.

At 31 Decermnber 2006 we held listed equities at 8.6% of total investrments

and cash. Our equity porticlio was invested 46% in Ausualia, 27% in the

UK. 15% in the US and 12% in portfolios in other countries, Our cash and
fixed interest portfolios had an average maturity of 0.4 years which we have
subsequently lengthened 1o around 0.7 years in January 2007. We will increase
the duration as soon as we believe the interest rate ¢ycles have reached their
peak. The strong cash flow and acquisitions in 2006 have resulted in a 14%
increase in investments and cash from $17.6 biltion at 31 December 2005 to
$20.0 billion at 31 December 2006.

We continue to maintain a pelicy of matching liabilities with assets of the
same currency so far as practicable and matching all “tradeable” overseas

FOR THE YEAR ENDED 31 DECEMBER 2006 2005
M $M
Dividends 47 47
Interaest 719 567
Realised {losses) gains on sale of contiolled entities {1 11
Other income L o _ o - o o 8
' 772 627
Realised gains on fixed inlerest secuiities 60 61
Realised (losses) gains an equities and investment prapertas {13) 94
Unrealised gains on fixed intarest secunties 43 26
_Unrealised gains on equilies and investment properiies - B o L 123 o 35
Gross investment income ) 985 843
Exchange gains 18 3
Intercst expense (128) 196)
Other expenses {32) i1B)
Net cost of ABCs {21} (17
Net investment income ga22 718
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shareholders’ funds back into Australian dollars. The nature of
our business is such thai we will have slight mismatches from
time to time.

The recent acquisitions in the US together with anticipated
cash flow will bring investments and cash 1o close 1o $28 billion
by the end of 2007. This, together with the recent interest

rate increases in Australia, the US, Eurc markets and the UK
will be beneficial for investment income in 2007. We will
continue our low risk absolute return strategy. For 2007, this
means a relatively shont duration fixed income portfolio and

for equities, which are held mainly to support our shareholders’
funds, maintaining a pertiolio slightly less than 10% of total
investments and cash.

We expect interest rates to remain relatively unchanged in the
US, Australia and the UK, and recent indications suggest that
some equity markets will continue to rise albeit at a considerably
lower rate than the past three years, Our comprehensive
investment model, which enables us 1o review the implications
of numerous investment scenarios and asset allocations,
continues to be a valuable tool for actively managing our
investment portfolio and monitoring our absclute return strategy.

OUR KEY OBJECTIVES FOR 2007 ARE TO:

« achieve or outperform our absolute return targets for 2007;

= integrate the new portfolios from the US acquisitions:

* upgrade funds management and treasury systems;

+ continue to invest in our people; and

* reduce funds management costs as a percentage of funds
under management 10 competitive levels.

The investiment team is very pleased with its outperformance
of our financial targets and internal benchmarks for 2008,

| would like to take this opportunity to thank my team for their
contribution and hard work during the past year.

Mark ten Hove

TOTAL INVESTMENTS AND CASH

AS AT

Harbour seascape, Sydney, Australia

31 DECEMBER 2006

31 DECEMBER 2005

$M % $M %
Cash 1,019 5.1 1.0G61 6.0
Short term maney 10,040 50.3 8,282 471
Fixed interest securities and other 7134 35.7 7,537 429
Equities 1,741 8.7 574 38
Investment properies 38 0.2 33 02
Total investments and cash 19,972 100.0 17,597 100.0

CURRENCY MiX

MARKET VALUE 2046 2005 MARKET VALUE OF TOTAL 2006 2005
OF EQUITIES % % INVESTMENTS AND CASH % %
Australian dollar 46 54 Austalian dollar 28 30
Sterling 27 37 Sterling 35 34
US dollar 15 2 US dollar 24 23
Other 12 7 Other 13 13

OBE INSURANCE GROUP ANMMUAL HEFORT 2036
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DUNCAN BOYLE

BA, FCIl, AGE 5§

Mr Boyle was appointed an independent nan-executive director
ot QBE in September 2006. He is a member of the audit and
rermuneration committees. Mr Boyle has 34 years of insurance
experience warking in Australia, New Zealand and the UK.

JOHN CLONEY

ANZIF, FAIM, FAICD, AGE 85

CHAIRMAN

Mr Cleney joined OBE as managing direcior in 1981. He retired in
January 1998, at which time he became a non-executive director.
He was appointed deputy chairman in April 1998 and chairman
in October 1898. He is chairman of the chairman’s and funding
commitiees, and a8 member of the investment and remuneration
commitiees. Mr Cloney is a director of ABN AMRO Australia
Holdings Pty Limited, Boral Limited and Maple-Brown Abbon
Limited. He is chairman of the Create Foundation and a trustee
ol the Sydney Cricket & Sports Ground Trust.

FRANK O'HALLORAN

FCA, AGE 60

CHIEF EXECUTIVE OFFICER

Mr O'Halioran was appointed chief executive officer in January
1998 and is a member of the chairman’s, funding and investment
committees. He joined QBE in 1976 as Group financial controller.
He was appointed chief financial officer in 1982, joined the board
as director of finance from 1987 1o 1994 and was director of
operations from 1994 10 1997. He has had exiensive experience
in professiona! accountancy for 14 years and insurance
management for over 30 years.

ISABEL HUDSON

M4, FCIl, AGE 47

Ms Hudson is based in the UK and was appointed an
independent non-executive director of QBE in November 2005.
She is 8 member of the audit and remuneration committees.
Ms Hudson is chief executive of Synesis Lite Limited. She is a
member of the committee of Scope. a UK charity.

LEN BLEASEL AM

FAIM, FAICD, AGE 84

Mr Bleasel was appointed an independent non-executive
director of QBE in January 2001. He is chairman of the
remuneration committee and a2 member of the audit committee.
Mr Bleasel is chairman of ABN AMRO Ausiralia Holdings Pty
Limited. He 15 also chairman of the Zoological Parks Beard of
NSW and is on the advisory boards of various charities.

IRENE LEE

BA. BARRISTER-AT-LAW, AGE 53

Ms Lee was appoinied an independent non-executive director
of OBE in May 2002. She is chairman of the audii commitiee
and a member of the funding and invesiment committees.

Ms Lee is executive chairman of Mariner Bridge Investments
Limited and is a director of Ten Network Holdings Limited and
ING Bank {Australia) Limited. She ts a member of the Takeovers
Panel, the advisory council of JP Morgan Australia and the
executive council of the UTS Faculty of Business. Ms Lee is also
a trustee of the Art Gallery of New South Wales.

THE HON NICK GREINER AC

BEc, MBA, AGE 59

Mr Greiner was appointed an independent non-execultive
director of QBE in September 1992, He is & member of the
audit, chairman’s, funding and remuneration committees. He
is chairman of Bradken Limited and Bilfinger Berger Australia,
and deputy chairman of Steckland Trust Group. He is a direcior
of BlueFreeway Limited and McGuigan Simeon Wines Limited.
He is a trustee of the Sydney Theatre Company and a governor
of the Commitiee of Economic Development of Austialia.

BELINDA HUTCHINSON

BEc, FCA, AGE 53

Ms Hutchinson was appointed an independent non-execultive
director of OBE in September 1997. She is chairman of the
investment commitiee and @ member of the audit and funding
commitiees. She is a director of Coles Group Lid. St Vincent's
& Mater Health Sydney Limited and Telsiza Corporation Limited.

CHARLES IRBY

FCA IENGLAND & WALES), AGE 61

Mr Irby is based in the UK and was appointed an independent
non-executive director of OBE in June 2001. He is @ member of the
investment commiitee and chairman of the European operations’
audit committee. He is chairman of Aberdeen Assel Management
plc and a director of Great Portland Estates plc and North Atlantic
Smaller Companies [nvestment Trust ple. Mr Irby is also a trustee
and governor of King Edward VII's Hospital Sister Agnes.

QBE INSURANCE GROUP ANNUAL REPCORT 20026
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Corporate governance statement

This statement aims to disclose as clearly and objectively as possible QBE’s corporate
governance standards and practices so that they can be readily understood by our
shareholders, policyholders and other stakeholders. QBE zlsc continues to focus on other
equally important issues such as the strength of its outstanding claims provision, the quality
of its reinsurers and the depth of its culture of honesty, integrity and business acumen.

1

Duncan Ramsay
Gereral coursel and company secretary

BOARD OF DIRECTCORS

Directors are selected te achieve a broad range of skills, experience and
expertise comglementary to ihe Group's activities. These details for individual
directors are included on page 45 and can alse be found on the QBE

website. The board comprises nine directors being the chairman, the chief
executive officer and seven independent non-executive directors using the
“independence” definition of the ASX Corporate Governance Council. Applying
this definition, the board has determired that a non-executive director's
relationship with QBE as a professional adviser, consultant, supplier, customer
or ctherwise is not material unless ameounts paid under that relationship
exceed one per cent of the Group's rtevenue or expenses.

The roles of chairman and chief execulive are not exercised by the
same individual.

As a general guide, the board has agreed that a non-executive director’s
term should be approximately 10 years. The board considers that a
mandatony imit on tenure would deprive the Group of valuable and relevant
corporate experience in the complex world of international general insurance
and reinsurance. The Hon NF Greiner AC has been a non-executive director
for more than 10 years, and he will retire at the 2007 AGM in April.

The chairman has 50 years involvement in the insurance industry, including
over 17 years as managing director of QBE uniil he retired in January

1998. He became chairman in October 1298, The chairman’s former
executive capacity with QBE has been fully disclosed to shareholders, who
re-elected him as a director by an overwhelming majority al the 2006 AGM.
QBE's other directors consider that the chairman exercises independent
judgment. Further, they believe it is in shareholders’ and poiicyholders’
interesis to retain his wealth of experience and have resolved that he should
continue in that role. However, the chairman is not considered 1o be an
“independent” director as recommended by the ASX Corporate Governance
Council because there was less than a three year period between him acting
as managing director and being appoinied chairman.

The chairman oversees the performance of the board. its committees and
each director. The board review procedure involves a periodic assessment
of the entire board, with the review of each director comprising a
combinaiicn of written questions and answers covering the areas concerned
together with an interview with each director. The chairman reports the
overall result 1o the board as a whole and it is discussed by ali directors.
This review procedure is a precursor 10 other directors determining whether
to support, via the notice of meeting, a non-executive directer for re-election
at an AGM.

QBE’s constitution provides that no director exceplt the chiet executive
officer shall hold office for 2 continuous period in excess of three years or
past the third annual general meeting following a director’s appointment,
whichever is the longer, without submission for re-election at the next AGM.
Under QBE's constitution, there is no maximum fixed term or retirement age
for non-executive directors.

Direciors advise the board on an ongoing basis of any interesi they have

that they believe could conflict with QBE's interests. If a potential conflict
does arise, either the director concerned may choose not to, or the board
may decide that he or she should not, receive documents or take part in

board discussions whilst the matter is being considered.




Under QBE's constitution, management of the Group is
vesied in the board. In particular, the board:

* QVersees Corporale governance;

= selects and supervises the chief executive officer;

provides direction 10 management;

approves the strategies and major pclicies of the Group;

* monitars the achievement of strategies and policies;

* monitors performance against plan;

» considers regulatecry compliance; and

* reviews human resources (including succession planning).
information technology and other resources.

The becard ensures it has the information it requires 1o be
eftective including. where necessary, external professional
advice. A non-executive direcior may seek such advice at the
company’s cost with the consent of the ¢chairman. All direclors
would receive a copy of such advice. Non-executive directors
may attend relevant external training courses at QBE's cost
with the consent of the chairman.

Strategic issues and management’s detailed budgels and three
year business plans are reviewed at least annually by the boardg.
The board receives updated forecasts during the year. Visits by
non-executive directors 10 the Group's offices in key locations
are encouraged. To help the board to maintain its understanding
of the business and to etfectively assess management, direciors
have regular presentations by the divisional chief executive
officers and other senior managers of the various divisions

on tepics including budgets, three year business plans and
operating performance, and have contact with senior employees
at numerous times and in varicus forums during the year. The
toard meets regularly in Australia and at least once a year
overseas. Each meeting normally considers repons from the
chiet executive officer and chief financial officer together with
other relevant reports. The board regularly meets in the absence
of management. The chairman and chief executive officer in
particular, and board members in general, have substantial
contacl outside board and commiitee meetings.

COMMITTEES

The board is supported by several committees which

meet regularly 1o consider the audit process, invesiments,
remuneration and other matters. The main commitiees of the
board are the audit committee, the invesiment commiitee
and the remuneration committee. These commitiees operate
under g written charler approved by the board. Any non-
execulive director may atiend a commitiee meeting. The
commitiees have direct and unlimited access to OBE's
senicr managers during their meetings and may consult
external advisers when necessary at OBE's cost, including
requiring their attendance at committee meetings. Commitiee
membership is reviewed regularly.

In addition, the board has established a chairman’'s
commitiee, comprising the chairman, a non-executive
director, currently The Hon NF Greiner AC, and the chief
executive officer, and a funding commitiee. comprising

the chairman, The Hon NF Greiner AC, Ms BJ Hutchinson,

Ms IYL Lee and the chiel executive officer. These commitlees
meel as required, including 1o deal with such maiters as are
referred by the board from time to time.

The board regularly discusses its composition and is involved in
the selection of new members. All directors are members of the
nomination commitiee. External consultants may be engaged
where necessary 1o search for prospective board members.

The board has adopted non-executive director nomination
guidelines. As a relatively small board of nine directors {including
the chief executive officer), the directors believe that this is an
etficient mechamsm lor dealing with this issue.

Details of directors’ attendance at board and committee
meetings are outlined in the {ahle of meeting attendance

set out in the directors’ repcrt on page 55. A report on each
committee’s last meeting is provided to the next board meeting.
The company secretary acis as secretary to all commitiees.

Audit committee

The membership of the audit commitiee may only comprise
non-executive directors. The audit commitiee normally meets
four times a year. The chairman must be a non-executive director
who is not the charman of the hoard. The current members are
Ms IYL Lee {chairman), Mr LF Bleasel AM, Mr DM Boyle, The
Hon NF Greiner AC, Ms IF Hudson and Ms BJ Hutchinson.

The role of the audit committee is 1o oversee the integrity
of OBE's financial reporting process. This includes review of:

* the quality of financial reporting to the Australian
Securities and Investrments Commission ("ASIC™), ASX
and shareholders;

the cansolidated entity’s accounting policies, practices
and disclosures: and

* the scope and outcome of external and internal audits.

The audit committee’s responsibilities include the financial
statements (including items such as the outstanding claims
provision, reinsurance recoveries and income tax), external
and internal audit, risk management, internal controls,
compliance other than regulatory compliance and significant
changes in accounting policies.

The chairman of the board and other non-executive directors
normally attend audit commitiee meetings which consider

the 30 June and 31 December financial reports. Meetings of
the audit committee normally include, by invitation, the chief
executive officer, the chief financial officer, the chief operating
officer, the chief actuarial officer, the chief risk officer, the Group
internal audit manager and the external auditor. On occasion,
other refevant senior managers also attend.
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The audit committee has direct ang unlimited access to the external
auditor. The external auditor, the Group internal audit manager and
the chief actuarial officer have direct and unlimited access to the
audit committee.

The chief executive officer and chief financial officer provide the board
with certificates in relation (o the financial reports and risk management as
recammended by the ASX Carparate Governance Councit and as required
by the Corporations Act 2001.

External auditor independence

QBE firmly believes that the exigrnal auditcr must be, and must be seen
to be. independent. The external auditor confirms its independence in
relation 1o the 30 June and 31 December financial reports and the audit
committee confirms this by separate enquiry. The audit commitiee has
contact with the exiernal auditor in the absence of management in relation
10 the 30 June and 31 December financial reports and otherwise as
required. The external auditor normally conters with the audit commiitee
in the absence of management as part of each meeting.

OBE has issued an internal guideling on exiernal auditor independence.
Under this guideline. the external suditor is not allowed 1o provide the
excluded services of preparing accounting records, financial reports or
asset or liability valuations. Furthermore, it cannot act in a management
capacity, as & custodizn of assets or as share registrar.

The board believes some non-audit services are appropriate given the
exiernal auditer’s knowledge of the Group. QBE may engage the external
auditor for non-audit services other than excluded services subject to the
general principle that fees for non-audit services should not exceed 30%
of all fees paid to the external suditor in any one financial year. External
1ax services are generally provided by an accounting firm other than the
external auditor.

The external auditor has been OBE's auditcr for many years. As a diverse
international group, QBE requires the services of one of a limited number
of international accounting firms to act as auditor. It is the practice of
OBE to review from time 1o time the role of the external auditor. The
Corporations Act 2001, Australian professional auditing standards and the
external auditor's own policy deal with rotation and require rotation cf the
jead engagement pariner after five years. In accordance with such policy,
the lead engagement pariner of the external auditor rotated in 2004

Investment committee

The membership of the investment committee comprises four non-
execulive direciors and one execulive director. The investment committee
normally meets three times g year. The chairman must be a non-executive
directer who is not the chairman of the board. The current members are
Ms BJ Hutchinson {chairman), Mr EJ Cloney. Mr CLA Irby, Ms IYL Lee

and Mr FM (YHalloran. Meeiings of the investment committee normally
include, by invitation. the Group general manager, invesiments, the chief
financial officer and the chiel operating officer.

The role of the investment committee is to oversee QBE's invesiment
activities. This includes review of:

= investment objectives and strategy,

= nvestment risk management;

« currency, equity and fixed interest exposure limits;

+ credit exposure limits with financial counterparties; and
« Group treasury,

The invesiment commitiee’s responsibilities include review of
economic and investment conditions as they relate 1o QBE, approval of




management’s recommended invesimeni strategy and review
ol investment gerformance. incluging the performance of
QBE's defined benefit superannuation funds.

Remuneration committee

The membership of the remuneration commitiee may

only comprise non-executive directors. The remuneration
commitiee normally meets four imes a year. The chairman
must be a non-executive direcior who is not the chairman

of the board. The current members are Mr LF Bleasel AM
{chairman). Mr DM Boyle, Mr EJ Cloney, The Hon NF Greiner AC
and Ms IF Hudson. Meetings of the remuneration committee
normally include, by invitation, the chief executive officer,
the chiet operating officer and the Group general manager,
human resources.

The roie of the remuneration commitiee is 10 oversee
QBE’s general remuneration practices. The remuneration
committee’s responsibilities include:

recommendation of the 1otal remuneration cost (“TRC")

of the chief executive officer and approval of the TRC of

the Group operations executive and Group head office

management;

= review and approval of short and long term incentives such
as eguity based plans;

* review of superannuation;

review of performance measurement critefia, succession

plans and other major human resource practices:

review of personal development plans for the Group

executive and other senior positions; and

* recommendations on non-executive direcior remuneration.

QOBE has operations and staff in 44 countries with ditfering
laws and customs, QBE's remuneration policy therefore
needs to reflect the fact that OBE is a global organisation,
whilst also taking into account local remuneration levels
and practices.

Detaits of remuneration

Details of remuneration of employees and non-executive
directors, including employee entitlements under the Employee
Share and Option Plan and the Deferred Compensation Plan,
are included in the remuneration report on pages 57 10 67 and
in notes 27 and 28 to the financial statements.

RISK MANAGEMENT

QBE’s core business is the undenwriting of risk. The Group's
successiul performance over many years clearly establishes
its substantial risk management credentials.

Diversification is used as a tool 10 reduce the Group's overall
insurance risk profile by spreading exposures, thereby
reducing the volatility of results. QBE's approach is 10
diversify insurance risk, both by product and geographically,
Product diversitication is achieved through a strategy of
developing strong underwriting skills in a wide variety of
classes of business., A combination of core and specialty
products under the control of proven empioyees skilled in
such products allews QBE 1o lead underwrite in many of the
markets in which we operate. Geographic diversification is
achieved by operating in 44 countries.

QBE has a gtobal risk management {ramework that defines
the risks that QBE is in business 1o accept and those that
we are not, iogether with the key risks that QBE needs 10
manage and the framework and standards of control that
are needed to manage those risks.

The foundation of our risk management is the obligation
and desire to manage our juivre and create wealth for our
shareholders by maximising profiiable appertunities through:

adequate pricing of rigk;

+ avoiding unwelcome surprises by reducing uncertainty and
volatility, such as by controlling aggregale exposures and
maintaining sound reinsurance arrangements;

optimising risk and more effectively allocating capiial and
resources by assessing the balance of risk and reward:
achieving competitive advantage through better
understanding of the risk environment in which we operate:
+ complying with laws and internat procedures: gnd

= improving resilience to external events.

»*

The Group has established internal controls to manage risk in
the key areas of exposure relevant 1o its business. The broad
risk categornies are insurance risk, acquisition risk, operational
risk and funds management and treasury risk. Internal
controls and systems are designed 10 provide reasonable
assurance that the assets of the Group are safeguarded,
insurance and invesiment exposures are within desired
limits, reinsurance protections are adequate. counterparties
are subject to security assessment and foreign exchange
exposures are within predetermined guidelines. The board
approves annually a comprehensive risk management
strategy {"AMS”) and reinsurance management sirategy
("REMS"). both of which are lodged with the Australian
Prudential Regulation Authority ("APRA"). The RMS deals
with all areas of significant business risk to the Group. The
REMS covers topics such as the Group's risk tolerance and
the Groug's strategy in respect of the selection, approval
and monitaring of all reinsurance arrangements. The Group
security commitlee 855e5S€S reinsurer Counterparty Security.
This management commiitee normally meets four times a
year and holds special meetings as required.

While the RMS and REMS are approved by the board, QBE
believes that managing risk is the responsibility of the Group
head office and the business units, and that all staff need

to understiand and actively manage risk. The business units
are supported by compliance teams and by Group senior
management. Further information is provided on pages 18 and
19 of the annual report and in notes 4 and 5 1o the financial
statemerns.

Internal audit

A global internal audit function is critical 10 the risk
management process. OBE's internal audit function reports
to sentor managemeant and the audit committee on the
monitoring of the Groug's worldwide operations. internal
audit provides independent assurance 1hat the design and
operation of the controls across the Group are effective. The
internal audit function operates under a writien charter from
the audit committee. Other governing documents include a
reporting protecol, internal audit manual, internal audit rating
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syslem, internat audit opinion levels and internal audit timetables. A risk
based internal audil approach is used so that higher risk activities are
reviewed more frequently. The Group's internal audit teams work together
with the external auditor 1o provide a wide audit scope.

Delegatled authorities

QBE has operated under an exiensive written system of delegated
authorities for many years. In particular, a written delegated autherity
with specitied limits is approved by the board each year 10 enable the
chief executive officer to conduct the Group's business in accordance
with detailed budgeis and business plans. This authority deals with
topics such as underwriling, reinsurance pretection. claims, investments,
acquisitions and expenses. The chief executive officer delegaies his
authority to management threughout the Group on a selective basis taking
into account expertise and past performance. Compliance with delegated
authorities is closely monitored by management and adjusted as required
for actual performance. market conditions and otherwise. Management
and the Group's internal audit teams review compliance with delegated
suthorities and any breach can iead to disciplinary procedures, including
dismissal in serious cases.

Actuarial review

It is & longstanding practice of the directors 1o ensure that most of the
Group's insurance liabilities are assessed by actuaries. The Group's
oulstanding claims provision is reviewed by experienced internal actuarial
staff. The chief actuarial officer is based in head office and there are
over 90 aciuarial siaft who are involved in forming an independent view.
separate from management, of the central estimate and the prebability
of adequacy of the outstanding claims provision and premium liabilities,
premium rates angd related matiers. Agproximately 90% of QBE's
outstanding claims provision is also reviewed by exiernal actuaries at
least annually. Most external actuaries are from organisations which are
nol associated with the external auditor,

Insurance and other regulation

General insurance and. 10 a lesser extent, reinsurance are heavily regulated
industries. In addition 1o the Group's accounting, iegal. tax and other
proiessional tearns, gach division has compliance personne) and there s

2 Group risk and compliance manager based in head office. In Australia,
regulators include ASIC, the Australian Cornpetition and Consumer
Commission, APRA, the Australian Privacy Commissioner and relevant
state authorities for compulsory third party motor insurance and workers’
compensation insurance. These regulatory bodies enforce laws which

desl with a range of issues, including capital requirements and consumer
protection. Similar local laws and regulations apply te the Group's operations
outside Australia.

COMMUNICATION AND GUIDELINES

Continuous disclosure

ASX Listing Rule 3.1 requires QBE to inform the ASX immediately

once QBE is or becornes aware of any infermation concerning it ihat a
reasonable person would expect 1o have a material effect on the price or
value of QBE's shares. Procedures are in place 1o ensure that items which
potentially require announcement to the ASX are promptly notified to head
office for assessment and released as required. The chief executive officer
is responsible for authorising the release of market announcemenis. All
market announcements are posted promptly to the Group's website.




QBE takes the spirit of its continuous disclosure cbligations
very senously and issues frequent market annpuncements
during the year to satisiy those obligations. A list of the
material announcements made since 1 January 2006 is
included on page 144.

Communication with shareholders

QBE distributes an annuzl report to all shareholders except
those whao elect not to receive it. OBE also produces

a half year report, with a results summary sent 1o all
shareholders except those who elect not to receive it.

Both reports are available on the QBE website. The website
also contains historical and oiher details on the Group.
Shateholders can discuss their shareholding with either the
sharehglder services department ar the share registrar, both
located in Sydney.

The AGM is held in Sydney each year, usually in April,
Shareholders are encouraged 10 attend the AGM in person
or by proxy. Most resolutions in the notice ot meeting have
explanatory notes. During the AGM, shareholders may ask
questions of eltber the chairman or the external auditor.

Communications with analysts, investors,

media and others

The chief executive officer, chief financial officer, divisional
chiet executive officers, chief operating officer, chief risk
officer and general counsel and company secretary generally
deal with analysts, invesiors, media and others, taking
account of regulatory guidelings including those issued by
the ASX on continugus disclosure. The presentations on
the 30 June and 31 December results and other major
oresentations are sent to the ASX before the presentations
commence and are available promptly on the Group's
website. The 30 June and 31 December presentalions are
also generally webcast,

Share trading guidelines

The company has guidelines for directors and senior Group
execulives relating to the purchase and sale of securities
of the company. These are in addition 10 the insider trading
provisions of the Corporations Act 2001 In particular, the
guidelines stiate that directors and senior Group executives
should:

never actively trade the company’'s securities;

* not hedge unvested entitlements; and

notify any intended transaction {o nominated people
within the Group.

The guidelines identify set periods during which directors

or senior Group executives may buy or sell the company’s
securities, being three 10 30 days after each of the release of
the company’s half year resulis, the release of the company's
annual repart and the date of the AGM, and also three days after
the issue of any prospectus until the closing date. Any QBE
share dealings by directors are promptiy notitied 10 the ASX.

Other Group guidelines

The Group has adopted a code of conduct for Australian
operations, Group head office and Group investment division,
which forms the basis for the manner in which these
employees perform their work. The code of conduct requires
that business be carried out in an open and honest manner

with our customers, shareholders, employees, regulatory
bodies. outside suppliers, intermediaries and the community
at large. The code alsc deals with confidentiality, conflicts

of interest and related matiers. The non-executive directors
have adopted a code of conduct for themselves which is
substantiaily the same as the code above.

Other divisions have or are developing cedes of conduct
based on the Group code above, with some differences
to allow for the requirements of the particular couniry or
countries in which the division operates.

There are other Group policies covering anti-discrimination,
employment, harassment, OBE essential behaviours, heatth
and safety. privacy. whistle-blowing and many cther business
practices. These policies are underpinned by the Group's vision
and values statements. The vision and values statements form
part of the induction information given 10 new employees.

One of the core values of the Groug is integrity.

Q8E in Australia follows the general insurance code of
practice, a self-regulaied code developed by the Insurance
Council of Australia relating 1o the provision of products and
services to customers of the general insurance industry of
Australia. A revised code commenced in July 2006.

OBE in Australia is a member of the Insurance Ombudsman
Service. an ASIC approved externai dispute resolution body
for insurance disputes between consumers angd insurers,
Similar insurance practice rules apply 10 the Group in ceriain
other countries outside Australia.

Details of indemnification and insurance arrangements are
included in the directors’ report on page 54.

The following docurnents are available in the corporate
governance area cof QBE's website or on reguest from the
company secrelary:

+ poard charier;

+ audit, investment and remuneration committee charters;
= non-executive director nomination guidelines:

* code of conduct for non-executive directors;

« code of conduct for Australian eperations, Group head
office and Group investment division;

guidelines tor dealing in securities of QBE Insurance
Group Limited or other companies by directors and
senior Group executives;

+ continuous disclosure guidelines; and

* shareholder commumcation guidelines.

Environmental issues

QBE is a corporation involved in an industry that seeks 1o

p'ay an role, in conjunction with governments, individuals

and organisations, in managing and reducing envircnmental
risk. In an initiative 1o ccollaborate with the United Nations
environment programme, QBE, together with a number of
other major international insurers, is a signatory 10 a statement
of environmental commitment by the insurance industry.
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Your directors present their report on the consolidated entity consisting of QBE Insurance Group Limited and the entities
it controlled at the end of or during the year ended 31 December 2006.

DIRECTORS

The following directors held office during the whale of the financial year and up to the date of this report:

EJ Cloney (chairman)
LF Bleasel AM

The Hon NF Greiner AC
IF Hudson

BJ Hutchinson

CLA Irby

IYL Lee

Fnv O'Hallgran

Mr DM Boyle was appointed as a direcior on 28 September 2006.

At the 2007 annual general meeting {"AGM"), The Hon NF Greiner AC will retire. Mr Bleasel will retire by rotation and offers himselt
for re-election. Mr Boyle retires in accordance with article 74 of the company’s caonstilution ang offers himself 1or re-election.

Details of the directors and their qualifications are provided on page 45.

CONSOLIDATED RESULTS

2008 2005
M 1]

Revenue
Premium revenue 10,069 g171
Other revenue 1,768 2,946
Net fair value gains on financial assets 207 217
Net fair value gains (losses) on investment properties 6 (1)
Realised (loss) gain on sale of controlied entities {1} 11
Investment income - ABC tinancial assels pledged for funds at Lloyd's 122 84
________ o T T/ 712,171 1_2,_45_8

Expenses
Outward reinsurance premium expense 1,911 1,785
Gross claims incurred 5,628 6.744
Other expenses 2,449 2,179
Expenses — ABC securities for funds at Lloyd’s 143 1019
Finance costs ) o o . L o s 128 96
Profit before income tax T 2,012 1523
Income tex expense_ o e L 519 425
Profit after income tax ) 1.493 1.098
Net profit attributable 1o minority interest L L w7
Net profit after income tax attributable to members of the company 1,483 1.0

PROFIT

The directors are pleased to announce a 36% increase in net profit after income tax 1o $1,483 million for the vear ended
31 December 2006 compared with $1,091 million last year. The significant increase in profit reflects the continuation of
favourable insurance conditions, the benefit of premium growth from acquisitions. the Group's geagraphic and product
diversification, conservative reinsurance protections and imgroved investment yields.

DIVIDENDS

The directors are also pleased to announce  final dividend of 55.0 cents per share, 60% franked. for the year ended

31 December 2006. The total dividend for 2006 is 95.0 cenis per share, up 34% compared with 71.0 cents per share for the year
ended 31 December 2005. The final dividend payout, including shares issued under the Dividend Reinvestment Plan {"DRP™} and
the Dividend Election Plan ("DEP7). is $452 million compared with $302 million last year. The DRP and DEP have been reinstated
after having been suspended for the interim dividend in September 2006. The {ranking account balance on a tax paid basis, after
taking into account the final dividend franked at 60%, is a surptus of $90 million.




ACTIVITIES

The principal activities of the company and its contrelled entities during the year were underwriting general insurance and
reinsurance risks, management of Lioyd's syndicates and investment management.

SHAREHOLDERS' FUNDS

Shareholders’ funds increased during the year by 23% 1o $6.283 million a1t 31 December 2006. The number of shares advised
10 the Australian Stock Exchange increased from 794 million to 819 mullion mainly due to the conversion of hybrid securities
and the reinvestiment of dividends.

REVIEW OF OPERATIONS

Gross earned premium was $10,069 million, up 10% from last year. Premium growth was assisted by the acquisitions made in
2005, a continued high retention of business and the overall average increase in premium rates. New business growth was less
than anticipated due to competition and our unwillingness (o write business that did not meet our profit targets. Net earned
premium increased 10% 1o $8,158 million. After the elimination of internal reinsurance with our captive Equator Re, the Group's
cost of reinsurance reduced as a percentage of gross written premium even though we incurred significant rate increases on the
protections purchased for our reinsurance operations.

The ratio of claims, commissions and expenses to net earned premium (combined operating ratio) was 85.3% compared with
89.1% last year. All divisions produced strong underwriling resuits. The net claims ratio was 55.8% compared with 59.9% last
year reflecting lower large catastrophe claims and the continued low frequency ol attritional claims on most of our porticlios.
Net claims above $2.5 miltion from catastrophes and large individual risk Iosses in 2006 were 10.0% of net earned premium
compared with 11.7% last year. The commission ratio increased slightly from 16.9% to 17.0% reflecting a change in the mix
of business. The expense ratio was 12.5%. up slightly from 12.3% last year, mainly due to the acquisitions of intermediaries
in Australia and higher IT costs.

Ausiralia Pacific Asia Central Europe

Australian general insurance combined operating ratio was 82.9% compared with 83.6% last year. The strong result was achieved
from a continued low freguency of claims together with high custemer retention and the lapsing of business which did not meet
our profit criteria due 1o increased campetition. Net earned premium of $2,051 millicn was up 2% from the last year. Growth was
aftected by a reduction in overall average premium rates. The claims :atio decreased from 56.1% 1o 55.9%. The commission ratio
decreased from 12.7% to 11.8% mainly due 10 benefits from the acquisition of intermediaries. The expense ratio increased from
14.8% last year to 15.2% due to expenses of the new intermediaries and higher IT costs to impraove etficiency.

Pacitic Asia Central Europe combined cperating ratio was 84.4% compared with BZ.3% last year. The deterioration was mainly
due 1o premium rate reductions and an increase in the frequency of large property claims. Premium growth was affected by a
reduction in overall average premium rates and increased competition. Net earned premium increased by 5% tc $563 million.
The claims ratio increased from 40.8% to 42.0%. The commission ratio increased from 18.7% to 20.4% reflecting a change in
the geographic and product mix of business and slightly higher commissions 1o retain business. The expense ratio decreased
from 22.8% to 22.0% even though we commenced implementation of new {T systems in a8 number of countries.

European operations

This division comprises two main business units: QBE Insurance (Europe) and our Lloyd's division trading as Limit. OBE
Insurance (Europe), which includes company eperations in the UK, Ireland and Western Furope. reported net earned premium
growth of 13% to $2,209 million. Premium growth benefited from the acquisitions made in 2005, partly offset by the transier
of reinsurance business to Limit and the effects of competition. The division produced a combined operating ratic of 88.8%
compared with 90.0% last year. The combined operating ratio reflects the continued low frequency of claims in the majority
of portiolios, partly offset by an increase in large individual risk claims. The net claims ratio was 62.2% compared with 62 3%.
The commission ratio decreased from 15.3% 0 14.5% from a change in the mix of business, primarity the efiect of the British
Marine acquisition. The expense ratio decreased from 12.4% last year 1o 12.1%, reflecting further synergies from restruciures
previously announced.

Lloyd's division combined operating ratio was 82.1% compared with 34.5% last year, reflecting the lower level of large
catastrophes during the year and higher premium rates, principally on US catasirophe-exposed property and energy business.
Net earned premiurm reduced by 6% 1o $1.644 million due to increased competition and the effect of new proportional
reinsurance to Equator Re. The ¢laims ratio reduced from 63.6% 10 49.4%. The commission ratio increased from 20.3% 10 20.7%
due 10 a change in the mix of business. The expense ratio increased from 10.6% last year to 12.0% due to higher incentives for
increased profits. lower profit commissions from third party capiial providers and increased {T costs due to the implementation of
new systems.
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the Americas

This division reported net earned premium growth of 37% to $1.153 million due 1o the impaci of the acguisitions made in 2005
and early 2006, higher overall average in¢reases in premium rates and a continued high retention of business. The combined
operating ratio was 89.7% comparad with 92.9% last year due to the higher premium rates and a lower level of catastrophe
claims. The net claims ratio decreased from 60.0% 1o 55.9%. The commission ratio increased marginally from 25.5% last year 10
25.6% mainly due 10 lower profit commissions frem propariional reinsurance protections. The expense ratio increased from 7.4%
10 8.2% due 10 the higher expense ratio on growth in general insurance business. increased incentives for improved profitability
and greater costs of new IT systems.

The provision for outstanding claims for the majority of Group entities is determined after consultation with internal and external
actuaries. The outstanding claims assessment takes inio account the statistical enalysis of past claims, aliowance for claims
incurred but not reported. recoveries and fuiure interest and inflation factors. As in previous vears, the directors consider that
substaniial risk margins are required in addition 1o actuarial central estimates 10 cover uncertainties such as latency claims,
changes in interesi rates and superimposed inflation. The APRA prudential standards previde that, for our Australian licensed
insurers, cutslanding claims must be set at a level that provides a probability of at {east 75% that the provision for outstanding
claims will be adequate 10 setile claims as they become payable in the future. The directors and management have set an
internal target range of B5% to 94% and the direciors have satislied themselves that the Group's outstanding claims provisicn

is slightly in excess of 1the high end of this range.

Net investment income increased 14% 1o $822 million reflecting the higher interest rates, strong cash flow frem operations,
streng equity markets and the short duration portiolio. The result includes net fair value gains on eguities of $104 million
{$130 millien gain last year} and foreign exchange gains of $18 million {83 miliion gain last year). The gross investment yield
betore finance costs, exchange gains and losses and investment expenses was unchanged at 5.2% compared with last year.

Income tax expense for the period reduced from 28% of profit before 1ax (ast year 10 26%, primarily dug 1o higher prcfits earned
in lower tax countsies, including Bermuda, the base for our captive reinsurer, Equator Re.

GROUP INDEMNITIES

Article 115 of the company’s consiitution provides that the company indemnifies past and present direclors. secretaries or
other officers against any liability incurred by that person as g director, secretary or oiber officer of the company or its controlled
entities. This indemnity does not apply 1o any liabiiity {excluding legal costs):

- owed to the company or its controlled entities (g.g. breach of directors’ duties);
» {or 8 pecuniary penally or compensation order under the Corporations Act 2007: or
« which did not arise out of conduct in good faith.

The indemnity exiends 1o iegal costs other than where:

= in ol proceedings. an exclusion zbove applies;

« in criminal proceedings. the person is found guilty;

» the person is liable for civil remedies in proceedings brought by the Australian Securities and Investment Commission {"ASIC"}.
a corresponding regulator in another jurisdiction or a liguidator (unless as part of the investigation belore proceedings are
commenced); or

+ the court does not grant relief atter an application under the Corporations Act 2001 or corresponding legislation in ancther
jurisdiction 1hat the person acled honestly and having regard 10 all the circumstances cught fairly 10 be excused for negligence.
default, breach of trust or breach of duty in civil proceedings.

Article 115 was revised at the 2006 AGM.

DIRECTORS" AND OFFICERS’ INSURANCE

The consolidated entity pays a premium each year in respect of a contract insuring directors, secretaries, senior managers
and employees of the consolidated entity together with any natural person who is either a trusiee of or a member of a policy
committee for a superannuation plan established for the benefit of the consolidated entity’s employees against liabilities past,
present or future. The cofficers of the consolidated entity covered by the insurance contract include the directors listed on
page 52, the secretary. DA Ramsay, and deputy secretaries. NG Drabsch and PE Barnes.

In accordance with normal commercial practice, disclosure of the 1otal amount of premium payable under, and the nature of
liahiliies covered by, the insurance contract is prohibited by a confidentiality clause in the contract.

No such insurance cover has been provided for the benefit of any external auditor of the consclidated entity.




DECLARATIONS BY THE CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

The chief executive officer and the chiet financial officer have provided declarations to the directors stating that the financial
records and annual financial statements are in compliance with the Corporations Act 2007 and applicable accounting standards.
Reference is included on page 138 of the financial report.

SIGNIFICANT CHANGES

There were no significant changes in the state of affairs of the consolidated entity during the financial year.

EVENTS SUBSEQUENT TO THE BALANCE DATE

In December 2008, the consolidated entity anncunced the purchase of Praetorian Financial Group, a property and casualty insurer
in the US. The purchase is subject 1o regulatory approvals and is expected 10 complete early in the second quarter of 2007.

The purchase price is USS0.8 billion and the fair value of net tangible assets at the date of acquisition is expected to be around
US$0.46 billion.

Since 31 December 20086, the consolidated entity has announced the purchase of Winterthur Holdings Inc.. a property and
casually insurer in the US. The purchase is subject 10 regulatory approvals and is expected to complete during the second quarter
of 2007. The purchase price is US51.16 billion and the fair value of net langible assets at the date of acquisition is expected 10 be
US%0.78 billion.

Except for the items discussed above, no other matter or circumstance has arisen since 31 December 2006 that has significanily
affecied or may significantly affect:

* the consolidated entity's operations in future financial years:
» the results of those operations in future financial years; or
« the consolidated entity's state of affairs in tuture financial years.

LIKELY DEVELOPMENTS

Information on likely developments in the consolidated entity’s operations in future financial years and the expected results
of those operations has not been included in this report because disclosure of the information would be likely to result in
unreasonable prejudice 1o the consolidaied entity.

MEETINGS OF DIRECTORS

MEETINGS OF COMMITTEES
FULL MEETINGS - - - == -
OF DIRECTORS'™ AUDIT CHAIRMAN'S FUNDING INVESTMENT REMUNERATION

Number of meetings held .8 4 1 _ 1 3 4
Number attended B - ' -
LF Bleasel AM 8 4 - — _ 4
DM Boyle® 3 1 _ _ _ 7
EJ Cloney 8 - 1 1 3 4
The Hon NF Greiner AC 8 4 1 - - 4
IF Hudson 8 4 - - 4
BJ Hutchinson B 4 - 1 3

CLA frby 8 - - - 3 -
IYL Lee 8 4 - 1 3 _
FM O'Halloran® 8 - 1 ] 3 _

{1) Included a four day review meeting in London. In addition, directors attended guarterly meetings lor each of the Austratian regulated insurance
companies,

{2) Mr Boyle was appoinied on 78 September 2006.

{3} Mr O'Hallaran attends audit and remuneration cemmitiee meslings by invilation, not being a member of those committees.

During the February, June and August 2006 board meelings. the board also met as the nomination commitiee 10 consider issues
relevant to the appoiniment of non-executive directors. Further meetings occurred during the year, including meetings of the
chairman ang chiefl executive officer, meetings of the directors with management or regulators, and meetings of non-execuiive
directors, From time to time, directors atiend meetings of committees of which they are not currently members.
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DIRECTORSHIPS OF LISTED COMPANIES HELD BY THE MEMBERS OF THE BOARD

From 1 January 2004 to 31 December 2006 the directors also served as directors of the following listed companies:

POSITION DATE APPOINTED DATE CEASED

LF Bleasel AM

Foodland Associated Limited Chairman'® 11 March 2004 24 November 2005
St George Bank Limited o ) ) Dirgctor _27May1993 16 December 2005
EJ Cloney

Boral Limited Dicector 3 March 1998 -
_faﬂrigk_ci)ipqrmumﬂegr S Direcior . 1 May 2_003 11 May 290_(_3__
The Hon NF Greiner AC

Bradken Limited Chairman 13 April 2004 -
McGuigan Simeon Wines Limited Direcior 11 September 1992 -
Stockland Trust Group o Deputychaiman 1 Seplember1992 o
BJ Hutchinson a

Coles Group Ltd Director 23 September 2005 -
Crane Group Limited Director 1 September 1997 9 June 2004
TAB Limited Director 11 July 1997 6 July 2004
Tetsira Corporation Limited . Director 18 November 2001 o -
CLA Irby . '

Aberdeen Asset Management plc Chairman 1 August 1999 -
Great Portland Estates pic Director 1 April 2004 -
North Atlantic Smaller Companies Investment Trust pic Director 10 December 2002 _ -
IYL Lee ’ o o ’ o

Beyond International Limited Director 30 Seplember 1986 25 November 2004
BioTech Capital Limited Director 14 June 2000 1 July 2004
Mariner Financial Limited Director 5 September 1985 30 October 2008

Mariner Bridge tnvestments Limited
Record Funds Management Limited
ALLCQO Finance Groug Limited
{formerly Record investments Limited)
Ten Network Holdings Limited

Executive chairman 26 October 2008

Director 14 May 2002
Director 16 January 2001
Director 13 October 2000

31 August 2005

9 June 2006

{1} Wh Bleasel was appoinied as a direcior of Foodland Associated Limited on 10 April 2002,

{2) Mr Boyle and Ms Hudson have no directorships relevant to this disclosure.

QUALIFICATIONS AND EXPERIENCE OF COMPANY SECRETARIES

DA Ramsay B Comm, LLB, LLM, FANZIIF, FCIS

Mr Ramsay is general counsel and company secretary of QBE Insurance Group Limited. His legal career commenced in
March 1986 with Freehills, where he worked in the general commercial and litigation areas. In June 1993, he jcined OBE as
general counsel. Since May 2001, he has acted as general counse: and company secretary for the consolidated entity. He is
also a direclor or secretary of a number of QBE controlled entities and acts as chairman of the policy committee and a trustee
respectively of QBE sponsared superannuation plans in Australia and New Zealand.

NG Drabsch FCA, FAICD, FCIS

Mr Drabsch was appointed chief financial officer in 1934 and acts as deputy company secretary of QBE Insurance Group Limited
in addition to being a direcior of a number of QBE controtled entities. He joined QBE in 1991 and was Lhe company secretary for
the consolidated entity frorn 1992 to 2001, Mr Drabsch has over 40 years experience in insurance and reinsurance management,
finance and accounting, including 24 years as a practising chartered accountant. He is a member of the Finance & Advisory

Commitiee 10 the Insurance Council of Australia ("ICA’). He was previously @ member of other representative commitiees for the
ICA in relation tc the development of Australian accounting standards for general insurance.

PE Barnes BEc, FCA

Mr Barnes is deputy company secretary of QBE Insurance Group Limited and company secretary of selected controlied entities
in Australia. Mr Barnes has been company secretary of many of QBE's Australian companies since November 1831 He has been
responsible for taxation matters in QBE's Australian operations for the past 18 years ang was formerly an accounting manager

in QBE’s international division. Prior to joining QBE 19 years age, Mr Barnes was a manager in the chartered accounting firm
Horwath and Horwath. He has for the past 13 years been chairman of the iCA's 1axation commitiee.




DIRECTORS’ INTERESTS AND BENEFITS

{A) Ordinary share capital
Directors” imeresis in the ordinary share capital of the company at the date of this repost are as follows:

DIRECTOR" NUMBER  NuMBER
LF Bleasel AM 27,264 27,264
DM Boyle - -
EJ Cloney 685,377 734,917
The Hon NF Greiner AC? 65,715 55,505
IF Hudson - -
8J Hutchinson 33,950 27.446
CLA Irby 15,000 15.000
IYL Lee 21,129 13,956
FM O'Halloran 1,135,939 1.023.499

111 Amounts in the above 1able de net include interests attribuiable 10 personally related parties.
{2) During the year The Hon NF Greiner AC converted 10,000 warrants inte 12,500 ordinary shares.

{(B) Conditianal rights and options

At the date of this report, Mr O'Halloran had 130.488 (2005 138,038) conditicnal rights 1o ordinary shares of the company and
328,052 (2005 344.,165) options over ordinary shares of the company under the Deferred Compensation Plan ("DCP"}. Details
of the DCP are provided in noie 27 io the financial statements,

The names of all persons who currently hold options granted under the Employee Share and Option Plan (“the Plan”) and
conditional rights are entered in the registers kept by the company pursuant 1o section 168 of the Corporations Act 2007
and the registers may be inspected free of charge.

{C) Share toans

Al the date of this report. Mr O'Halloran had a non-recourse loan of $4,335.692 (2005 $4,335,692) and a personal recourse loan

of $891,507 (2005 $nil) for the purchase of shares in QBE Insurance Group Limited, Under Australian equivalents 10 International
Financial Reporling Standards {"AIFRS™), non-recourse loans and the shares they purchase are derecognised and treated as options.

(D) Related entity interests
Details of directors’ and executives’ interests with related entities are provided in note 28 to the financial statements,

REMUNERATION REPORT

The following information is included in the remuneration report:

SECTION REQUIRED BY

{(A) Remuneration framework AASB 124: Related Party Disclosures ("AASB 1247)M

(B} Remuneration and reward struciure AASB 124%

(C) Employment agreements AASE 1247

(D) Remuneration details AASB 1241

(E) Share based compensation AASB 1240

{F} At risk remuneration Corporations Act 2001 and Corporations Regulations 20011
(G) Relationship hetween remuneration Carporanons Act 2001 and Corporations Regulations 20017

and company performance

{1) AASB 124 perrmits these disclosures to be transferred from the financial report to the remuneration report. These disclosures have been audited.
{2) These disclosures are additional to those disclosures required under AASB 124 and have not been audited.

The remuneration report outlines the policy of 1the board in relation to the remuneration of the directors and executives of the
consolidated entity. In addition. this report details the remuneration of key management personnel of the consoclidated entity

who are defined as the directors {executive and non-executive) and those persons having autherity and responsibility for glanning.
directing and controlling the activities of the consolidated entity. either directly or indirecily.
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{A) Remuneration framework

The remunearation commitiee of the board oversees remuneration practices. The commiitee assesses the appropriateness of
remuyneration policies and practices in order to fairly and responsibly reward executives. ensuring rewards are commensurate with
performance. and thai remuneration levels are market competitive in the various markets in which the consolidated entity operates.

(i) Non-executive directors

Non-execulive director remuneration reflects the consolidated entity’s desire 10 atract, motivate and retain high quality
directors and 1o ensure their active participation in the consolidatled entity's alfairs for the purposes of corporate governance,
regulatory compliance and other matters. The consolidated entity aims to provide a level of remuneration for non-executive
directors comparable with its peers, which include mutti-national financiat instituiions. The board reviews surveys published by
independent remuneration consultants and other public information to ensure that fees paid are appropnate.

iy Executives

Remuneration and reward philosophy

Remuneration practices vary in each of the markets within which the consolidated entity operates. and thergfore the diversity

of individual roles and the complexity of each operating envirenment is considered. The remuneration commitiee recognises that
the consolidated entity operates in a competitive environment, where the key 10 achieving susiained perfermance is 10 generally
align executive reward with increasing shareholder wealth.

The guiding principles applied in managing remuneration and reward for executives combing:

+ linking indivigual performance to the achievement of financial 1argets and business strategies;

» the achievement of short term and long term financial business targets that deliver sustained growth in value for shareholders
le.g. return on equity, insurance profit, return on capacity for our Lloyd's business and investment performance); and

+ using markel data to set fixed annual remuneration levels.

The remuneration commitles seeks the advice of independent remuneration consultants to ensuie that remuneration and reward
levels are appropriate and are in line with market conditions in the various markets in which the consolidated entily operates.
The remuneration commillee endeavours to have remuneration structures in place that encourage the achievernent ¢of a return
for shareholders in terms of hoth dividends and growth in share price.

Short Term Incentive scheme

The Short Term Incentive {"STI") scheme is 2 short term incentive arrangement in the form of an annual cash award. designed

10 reward both executives and the majority of staff. The STl aims to recognise the contiibutions and achievements of individuals
when annual financial business targets relaling to the performance of the business unit, the division or the consolidated entity 2s
appropriate are achieved or exceeded.

Deferred Compensation Plan

Key management personnel and other executives are eligible to participate in a Deferred Compensation Plan ("DCP”). An
executive is only entitled 1o participate in the DCP when an STl is earned. The DCP aims 1o attract and retain key executives and
to increase shareholder value by motivating execuiives. |t provides executives with the oppertunity to acquire equity in the form
of conditional rights to fully paid shares without payment by the execulive, and options 1o subscribe for shares at market value at
the grant date. Further details are provided in note 27 10 the financial staiements.

The remuneration commitiee reviews and approves the STI and the DCP terms annually. and approves the total quantum of
shor term incentive and deferred compensation for executives based on the applicable audited results.

The success of the incentive schemes is demonstrated by the extremely low turnover of senior staff and the wealth that has
been created for shareholders, as demenstrated in the table on page 67.




{8) Remuneration and reward structure
{i) Non-executive directors
Non-executive director remuneration packages contain the following key elemenis:

COMPONENT DESCRIPTION

Fees Annual gross cash remuneration. The aggregale amount approved by shareholders al the 2004 AGM
was $2,200,000 per annum. The amount paid 1o individual non-executive directors may vary according
1o specific respansibilities, including involvement on the committees of the board. Non-executive

) directors may sacrifice future fees into the OBE non-executive directors share plan.
Other benefits Non-executive directors do not receive any peﬁormance based remuneration such as cash bonuses or
equity incentives. Under the company’s constitution, non-executive directors are entitled 1o be paid all
) :ravel and related expenses properly mcurred in connecuon wllh the business of the company.
Superannuation Annual cost of superannuation contributions. The consolidated entity pays superannuation of 8% or an
o eqguivalent 1o non-execulive directors.

Other retirement benefits Non-executive directors previcusly recewed a retaremem atllowance based on their pertod of serwce
The allowance was limited 10 the aggregate of the director's fees in the last three years of service,
subject to @ minimurmn of 10 years service. Where service was less than 10 years, a pro-rata ameoumnt
was paid. With effect from 31 December 2003, the hoard terminated the retirement aliowance 10
ngn-executive directors. Directors’ fees were increased by 30% as compensation. Accrued retirement
benefils at 31 December 2003 are preserved until retirement and are subject to an annual increase
equal 1o the average five year Australian government bond rate. Shareholders approved an increase in
non-executive directers’ remuneration and the company's constitution was amended at the 2004 AGM
10 recognise this change.

{ii} Executives
Executive remuneration packages centain the following key elements:

STRUCTURE COMPONENT DESCRIPTION
Total remuneration Base salary _Annual gross cash salary. ) )
cost ("TRCY) Othet benefits Benefils such as the value of motor vehicles, long service leave, health

insurance, life assurance and personal accident insurance, and the applicable
_iaxes thereon.

L Superannuation } Annual cost of emplover superannuanon contrlbutlons
At risk remuneration Shert term incentive  Annual cash award delivered under the STl tarms, subsmmlally based on the
achievement of specific financial targets. STI commences when the minimum
) return on equity requirements are met. o
Deferred Annual incentive delivered under the DCP terms, granting conditiona! rights 1o
compensation fully paid shares and options to subscribe for shares at market value. The award
is only granted when STl is garned.
The DCP award quanturn is restricted to the lesser of 66.67% of the STI award
in that year or 100% of base salary or TRC as at 31 December in the financial
year prior to the year in which the STl award is paid.
The DCP award quanium is used 1o acquire conditional rights to fully paid
shares and options respectively as follows:
= conditional rights tc shares to the value of 60% of the DCP award; and
= options over ordinary shares to the value of 40% of the DCP award,
with the resulting number multiplied by four untit 2005, reducing 10 a
multiplier of three in 2006.
Conditiona! rights and options relating to the achievement of targeis in a
financial year are granted in March of the following year. Interest free personal
recourse loans are available on 1erms permitted by the Plan to persons in the
employment of the company who hold ogtions under the DCP to fund the
exercise of the cptions.

Conditional rights and options issued in 2004 and prior financial years are
exercisable after three years. Options issued in 2005 and future financial years
are exercisable after five years, with the exception of options for stalf in the
Group investment division, which continue to be exercisable after three years.
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{iii) incentive structure - FM O'Halleran

Consistent with other executives, Mr O'Hallaran is entitled 1o an annual cash incentive award under the ST1. calculated as a
percentage of TRC, if specified targets are achieved. Mr O'Halloran’s incentives are hased on the achievement of the following
range cf target returns on opening shareholders’ funds adjusted fer dividends and increases in share capital ("return on equity”)
for the 2006 financial year, and are based on the consolidated entity’s management basis of accounting which spreads realised
and unrealised gains on equities and properties evenly cver a period of seven years ("seven year spread basis"}.

The 1able below outlines the mix of Mr O'Halloran's incentives based on actual and target returns on eguity:

PROPOSED

GROUP RETURN STI AWARD DCP AWARD

ON EQUITY % AS A % GF TRC AS A % OF §TI

Minimum target 14 15 10
Maximum 1arget 21 134 89
Achieved 29 134 88

Subject to the approval by shareholders at the 2007 AGM, Mr O'Halloran, on a hasis cansisient with cther executives, 1s
ertitled to receive conditionat rights 10 fully paid shares and options to subscribe for shares under the DCP in refation to 2006
performance. These will be exercisable in three and five years respectively, or on Mr O'Halloran’s retirement, whichever is earlier.

{iv) ncentive structure — other key management personnel

The table below summarises the financial targets for each executive defined as other key management personne! of the
consolidated entity. These targets are generaily consistent with the targets applicable (o the chief executive officer. The result
used for determining incentive payments and the maximum ST that can be earned for the 2006 financial year are generally
expressed as a percentage of base salary or TRC as appropriate.

MAXIMUM STLAS A

FINANCIAL TARGET % OF REMUNERATION RESULT BASIS
Key management personnel
SP Burns European operations insurance profit % 133% x TRC Financial year result
NG Drabsch "QBE Group return on equity 197% x TRC Financial year result
e e ... _isevenyear spread basis)
TM Kenny " “the Americas insurance piofit % 133% x base salary Financial year result
v MCLEﬂaéhaﬂ[_” - i WKursl_r;]IJa ?acific—Aes-ia_Cer{{ral E'uropei 133% x TRC T Finén;:ial;ear resull
operations returnon equity . _ - N
PE Grove R 7E_uriopean operation?s insurance proﬁt % 100% x TRC Financial year result
Limit syndicate 566 underwriting 0.5% of syndicate
year result 566 profits. ﬁ_ o
MD ten Hove T T investment income as @ % of t;ul-jggl- "TH2% x TRC | Financial year resull
incormne and individual performance
. measures_ L
Former key management personnel”
RL Jones® - - -
EG Tollifson o "7 QsE Grbu} feturn on equﬁy B "94% x TF?C‘ T 77 77 Financial ';,;'.ei-arr—eéuh_

{seven year spread basis)

{1} From 1 January 2006 to 15 August 2006, Mr Mctenaghan's ST) award was 125% of TRC.
{2) These persons ceased being key management personnel from 1 July 20086,

{3) My Jones ceased empioyment on 31 October 2006.

{4) Ms Tallifson ceased employment on 3 July 2006,

(C} Employment agreements

M: O'Halloran {executive director} and other key management personnel are employed by various controlled entities within the
consolidated entity on @ permanent full time basis with an open ended contract. Upon termination of employment, the executive
director and other key management perscnnel receive their statutory entitlements of accrued annual and long service ieave
(where applicable). together with any superannuation benetits. Written notice is usually reguired in the event of terrmination of
employment. In the case of a voluntary lermination prior 10 retirement age, executives forfeit all conditional rights 1o ordinary
shares not yet vested angd unexercised options under the DCP

In the event that the contraci of employment is terminated through redundancy, retirement through ill health or age {subject
to a minimum of 10 years service), or death and no disciplinary procedure or notice is pending, the executive is entitled to
the outstanding ST and DCP awards for previous years plus a pro-rata share of the 571 and conditionat rights for the current
financial year.




For certain executives {including some key management personnel), the controlled entities have entered into employment
agreements that provide for payment of benelits in the event thal the agreement is terminated by either the controlled entity
or the executive. The agreements generally provide for the following:

* anctice perod up 1o one year,

» where the controlled entity terminates the agreement. @ payment comprised of TRC or base salary as appropriate plus STI
for the relevant period; and

* in certain circumstances, where the controlled entity or the executive terminates the agreement due to material diminution
in role, a payment of up 1o one year's TRC or base salary as appropriate plus STI for the refevant period.

The exceptions to the general provisions are described below.

In the event of material diminution in role or responsibility, in certain circumstances Mr 1en Hove is entitled to a payment
equivalent ta TRC from the date of termination to 1 January 2008 plus one year's STl based on the average payment in
the preceding three years. plus the accelerated vesting of all conditional rights and options.

In the event of material diminuticn in role or responsibility, in certain circumstances Mr Kenny is entitied to a payment eguivalent
to two years’ TRC plus the accelerated vesting of all conditional rights and opiions that woulg otherwise have vesied in the two
years following the termination date.

Subject 1o the achievement of financial hurdles, Mr Kenny will receive a contractually agreed bonus payment on 12 May 2011 of
one year's base salary. In addition, 100,000 future periormance options will be granted at $20.44 in 1ranches of 20,000 over a five
vear pericd commencing March 2007 and vesting within three months of December 2010.

Subject 10 the achievement of financial hurdles, Mr Burns will receive a2 contractually agreed bonus payment en 31 December 2010

ol one year's TRC. In addition, 100,000 future performance options will be granted at $20.44 in tranches of 20,000 over a five year
pericd commencing March 2007 and vesting within three months of December 2010.

(D) Remuneration details
The following tables provide details of the remuneration of key management personnel of the consolidated entity.

SHORT TERM
EMPLOYEE BENEFITS POST EMPLOYMENT BENEFITS TOTAL
DIRECTORS® FEES™ SUPERANNUATION?  RETIREMENT BENEFITS™!
YEAR $'000 $000 $'000 $°000
Non-executive directors
LF Bleasel AM 2006 115 105 6 226
7 ] 2005 187 17 6 210
DM Boyle® 2006 51 5 - 56
— 2005 - - - o
EJ Cloney 2006 408 135 26 569
o ) goog ) 494 a4 25_ - 564
CP Curran AQ® 2006 - - - -
o - i 2005 53 5 B 5 63
The Hon NF Greiner AC " 2006 214 19 21 254
S 2005 194 17 20 231
IF Hudsom® 2006 214 - - 214
o . 2008 - _ - L
BJ Hutchinson 2006 203 18 - 14 235
o S 2005 189 17 ) 13 219
CLA Itby 2006 221 - 5 226
o L ) 2005 206 - 5 211
VL Lee 2006 216 19 ) 4 239
_____ 2005 187 7 R 208
Total 2006 1,642 301 76 2,019
2005 1,541 117 79 1.737

{1} Includes tees paid for services on board commiliees.

{2} Mr liby and Ms Hudson are UK residerms. They receive a superannuation equivalent of 9% of tees which is included in directors’ fees in the
table above.

€)

Retirernent benelits reflect the adjustment to the amounts preserved at 31 December 2003, being an annual increase equal to the five year
Australian government bond rate.

Mr Bovle was appointed on 28 September 2006.
Mr Curran retited on 8 April 2005.
Ms Hudson was appointed on 4 November 2005.
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POST

OTHER LONG TERM

SHORT TERM EMPLOYMENT EMPLOYMENT SHARE BASED TERMINATION
EMPLOYEE BENEFITS BENEFITS BENEFITS PAYMENTS? BENEFITS TOTAL
SUPER- LONG SERVICE CONDITIONAL
BASE SALARY OTHER™ STI" ANNUATION LEAVE RIGHTS OPTIONS
YEAR $000 $'000 $'000 $'000 $'000 3000 $°000 $'000 $'000
Executive director
FM O'Balioran 2006 1,295 436 2,088 191 115 663 262 - 5,050
2008 1015 434 1816 167 75 456 201 - 4304
Other key management personnel )
SP Burns™ 2006 1,160 396 2,168 - - 841 442 - 5,007
_. . 2005 1074 255 1314 45 - 59a 380 - 4232
NG Drabsch 2006 702 262 1,012 105 22 385 141 - 2629
.. _ 2205 668 240 967 __ 98 .18 300 _ 28 - 2552
TM Kenny" 2006 1,019 130 1,355 35 - 513 294 - 3346
2008 971 1166 1,281 35 - 480 289 - 422
V McLenaghan 2006 667 168 1,064 100 38 280 102 - 2419
. .. 2005 __ 580 0 750 88 _22 193 w4 - 18
PE Grove" 2006 958 302 1857 70 ) - 695 307 - 4,189
) 2005 907 975 2512 222 - 530 _295 - 549
MD ten Hove 2006 725 244 966 134 - 238 17 - 2,440
2005 697 395 go7 137 - 117 83— 27296
Former key management personnel®
RL Jones™™ 2006 445 258 - 75 9 237 99 1,236 2,359
2005 530 271 720 85 13 294 175 - 2,088
EG Tollifson® 2006 251 86 27 37 5 ©(63) (154) - 433
3 2005 479 s s B S T S £ A S P -
Total 2006 7,222 2,282 10,781 747 189 3,805 1,610 1236 27,872
2005  7.031 4021 11384 998 142 3141 1.839 - 28556

(1} Mr Kenny is focated in New York and Messrs Buins and Grove are located in London. Their remuneration has been converted 1o Australian

dollars using the cumulative average rates of exchange for the year.

(2) The tair value at grant date of options and conditionat rights is calculaled using a binomial model. The fair value of each option and conditional
right is earned evenly over the period between grant and vesting. Details of grants of condcitional rights and opticns are provided in note 28 10

the financial stalements.

(3) “Other” includes the deemed value of the provision of motor vehicles, health insurance, lite assurance and persenal accident insutance and
the applicable 1axes therean. Directors’ and officers’ liability insurance has not been included in other remuneration since it i5 not possible o

determine an appropriate allocation basis. |t also includes interest on share loans, also disclosed in note 28(E) to the financial siatements.

{4} STlis the accrued entitlement for the financial year.

(5} These persons ceased being key management personnel from 1 July 2006. Their remuneration included in the above 1able is ior their period

of employment.

{6) Mr Jores ceased employment on 31 Qctober 2006 after reaching 55 years of age. Included in termination benedfils is the cost atiributable
10 the accelerated recognition of conditional rights and oplions. where the DCP 1erms pesmitied exercise of 1these instrumems belore the

criginal exercise date.

{7} Mr Jones may be entitled 10 a further termination paymen: of $960.000 subject 1o achieving certain criteria included in his tarmination

arrangements.

(8) Ms Tollifson ceased employment on 3 July 2006. As a result. she relinquished her entitlement 1o a DCP award tar the 2006 financial year.
The credit amount shown for share based payments reflects the reversal of charges in respect of unvested conditional rights and cations

under previous DCP awards.




(E} Share based compensation

(it  Options

DCP opticns

DCP options affecting remuneration of key management perscrnel in the previous, this or future reporting pericds are as follows:

VALUE PER OPTION

GRANT DATE DATE EXERCISABLE EXPIRY DATE EXERCISE PRICE AT GRANT DATE™
18 March 2002 17 March 2005 18 March 2006 $7.49 $1.47
13 March 2003 13 March 2006 13 March 2007 $8.04 $1.45
10 Aprit 2003 G April 2006 10 Apnl 2007 £8.04 $1.74
3 March 2004 2 March 2007 3 March 2008 £8.04 $3.61
3 March 2004 2 March 2007 3 March 2008 $11.08 $2.12
2 Apnit 2004 1 April 2007 2 April 2008 $11.08 $2.23
3 March 2005 3 March 2008 3 March 2009 $14.85 $3.04
3 March 2005 2 March 2010 3 March 2011 $8.04 $6.90
3 March 2005 3 March 2010 3 March 2011 $11.08 $5.17
3 March 2005 3 March 2010 3 March 2011 $14.85 $3.60
8 April 2005 8 April 2010 8 April 2011 $14.85 $3.60
2 March 2006 1 March 2009 2 March 2010 $20.44 $3.85
2 March 2006 1 March 2011 2 March 2012 $20.44 54.58
7 April 2006 6 April 2011 7 April 2012 520.44 $5.63

{}) The fair value at grant date of DCP cptions is calculated using a binomial model. The fair velue ot each option is earned evenly cver the three
or five year period between grant and vesting.

Details of DCP options over the ordinary shares in the company provided as remuneration to the key management personnel are
set out below. When exercisable. each option is converiible into one crdinary share of the company.

NUMBER OF OPTIONS
GRANTED IN THE YEAR

NUMBER OF OPTIONS VESTED
AND EXERCISED IN THE YEAR™

NAME 2006 2005 2006 2005
Executive director

Fna O'Halloran 94,771 118.587 110,884 -
Other key management personnel

SP Burns 110,515 163,522 78,206 -
NG Drabsch 50,460 67,350 62,381 -
TM Kenny 68,986 75.750 144,747 -
V McLenaghan 39,141 48 487 22,287 19,794
PE Grove 95,853 122,969 113,470 -
MD 1en Hove 46,799 66,707 - -
Former key management personnel?

RL Jones™ 37,575 50.283 236,122 40.087
£G Tollitson'® 26,981 34,740 33,931 -

(1) The amount paid for each option exercised in the year was $8.04 (2005 $7.49).

(2} These persons ceased being key management personnel from 1 July 2006,

(3} M Jones ceased employment on 31 October 2006.
[4) Ms Tellitson ceased employment on 3 July 2006,
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Future performance options

Future perfarmance options affecting remuneration of key management personnel in the previous, this or future reporting periods

are as follows:

GRANT DATE DATE EXERCISABLE EXPIRY DATE EXERCISE PRICE
25 May 2001 24 May 2006 25 May 2006 $10.65
1 June 2001 31 May 2006 1 June 2006 $10.69
10 December 2001 31 March 2007 1 April 2007 $7.27
18 March 2002 31 March 2005 1 April 2005 $7.49
14 November 2002 31 December 2005 14 March 2006 §7.37
12 May 2005 20% in December each year 30 December 2009 $14.81

VALUE PER RIGHT
AT GRANT DATE™

§2.35
$2.37
$1.62
$1.37
$1.34
$2.32

(1] The tair value a1 grant date of options is calculated using a binomial model. The fair value of each option is earned evenly over the pesiod

beiween grani and vesting.

The specific terms and conditions of each grant of future performance options that affect remuneration of the key management

personnel in the previcus, this or Tuture reporting periods are as follows:

NUMBER
OF GPTIONS
GRANT DATE PERFORMANCE CRITERIA NAME GRANTED
25 May 2001 Limis 10 achieve an average 5% return on capacity for SP Burns 35,000
five years from the 2001 underwriting year PE Grove 35,000
1—J[me 2_(5017 S B _OgE_th_e Americas 10 aEr;t;ve an avgrage insurance profil T™ Kenny ~__55,000
) o _019"/? fgr undenwriting years 2001102005 B o .
10 December 2007 Limit 10 achieve an average 5% return on capacity for SP Burns 80.000
five years {rom and incluging the 2002 underwriting year PE Grove 60.000
QBE the Americas 1o achieve an average insurance profit TM Kenny 100,000
S - __of &% for underwriting vears 2002 io 2006 e o
18 March 2002 QBE Group 10 achieve an average annual 12.5% increase in NG Drabsch 100,000
earnings per share over three years 0 31 December 2004 EG Tomfson 100.000
12 Iir6§-e%ber-20-02 T le:t managed sy;dlcates 10 a{:hueve an z;verage r_et_ur_n Sn— ~PE Grove ’ 1"00.060
... cspacilyof 7% or mare over the financial years : 2002102005
12 May 2005 OBE the Americas 10 achieve an average insurance profit of 7% T™ Kenny 100,000

of net earned premium for the five undervwiriting yeass
commencing 1 January 2001

Details of future performance options over the ordinary shares in the company provided as remuneration 1o the key management
personnel are set out below. When exercisable, each option is convertible into one ordinary share of the company.

NUMBER OF GPTIONS NUMBER OF OPTIONS
VESTED IN THE YEAR EXERCISED IN THE YEAR
NAME 2006 2005 2006 2005
Key management personnel
SP Burns 35,000 - 35,000 -
NG Drabsch - 100.000 - 100,000
T™M Kenny 30,000 - 30.000 -
20,000 20,000 20,000 -
PE Grove - 100,000 100,000 -
35,000 - 35,000 -
Former key management personnel'”
EG Tollifson® - 100,000 - 100,000

AMOUNT PAID PER SHARE
2006 2005
$10.65 -
- $7.49
$10.69 -
$14.81 -
$7.37 -
$10.65 -
- $7.49

(1) These persons ceased being key management personnel from 1 July 20086.
{2) Ms Tollifson ceased employment on 3 July 2006.




Regular options

Regular options issued under the Employee Share and Option Plan ("the Plan”) are based on the achievement of past
perfarmance hurdles and are exercisable at 20% per annum. If the executive is entitled to exercise oplions in a particular year
but does not, then he or she may exercise the options in the following year. These options expire if not exercised within five
years from the grant date.

Regular options have been generaily phased out and replaced with equity incentive arrangements under the DCP There were
no regular options issued during this or the previous reporling period.

Details of regular options atfecting remuneration in the previcus, this or future reporting periods are as follows;

VALUE PER RIGHT

GRANT DATE DATE EXERCISABLE EXPIRY DATE EXERCISE PRICE AT GRANT DATE"!
1 June 2000 20% per annum on gnniversary of grant date 1 June 2005 $6.53 $1.16
1 Cctober 2000 20% per annum on anniversary of grant date 1 October 2005 $8.63 $1.53
2 Aprit 2001 20% per annum on anniversary of grant date 2 April 2006 $1072 $1.74

{1} The fair value at grant date of options is calculated using & binomia! model The fair value of each option is earned evenly over the period
between grant and vesting.

Details of regular options over the ordinary shares in the company provided as remuneration 16 the key management personnel
are set out below. When exercisable, each option is convertible into one ordinary share of the company.

NUMBER OF OPTIONS VESTED

AND EXERCISED [N THE YEAR AMOUNT PAID PER SHARE

2006 2005 2006 2005
Key management personnel
TM Kenny - 10,000 - $6.53
V MclLenaghan - 1.500 - $8.63
750 750 $10.72 $10.72
Former key management personnel™
RL Jones® - 3,000 - $8.63
1,500 1,500 $10.72 $10.72
EG Tollifsont - 2.000 - $8.63
1,000 1,000 $10.72 $10.72

11} Fhese persons ceased being key management personnel fram 1 July 2006,
{2) Mr Jones ceased employment on 31 October 2006.
{3} Ms Tollitson ceased employment on 3 July 2008,

(i} Conditional rights
Details of conditional rights atfecting remuneration of key management personnel in the previous, this or future reporting periods
are as follows:

VALUE PER RIGHT AT

GRANT DATE DATE EXERCISABLE GRANT DATE™
18 March 2002 17 March 2005 $8.40
13 March 2003 13 March 2006 $9.16 10 $9.71
10 April 2003 10 April 2006 $9.16
3 March 2004 2 March 2007 $11.65 10 $13.24
2 April 2004 1 April 2007 $12.49
3 March 2005 2 March 2008 $15.30 10 $17.81
8 April 2005 7 April 2008 $16.94
2 March 2006 1 March 2009 $23.09
7 April 2006 6 April 2009 $24.23

(1) The fair value at grant date of conditional rights is calculated using a binomial model. The tfair value of each conditional right is earned evenly

over the three year period between grant and vesting.
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Details of conditional rights over the ordinary shares in the company provided as remuneration 1o the key management personnel
are set out below. When exercisable, each conditional right is converiible into one ordinary share of the company.

NUMBER OF RIGHTS NUMBER OF MGHTS
GRANTED IN THE YEAR VESTED IN THE YEAR
2006 2005 2008 2005
Executive director
EM O'Halloran 35,639 44 470 47,900 -
Other key management personnel
SP Burns 41,444 61.321 33,784 -
NG Drabsch 18,923 25,256 26,947 -
TM Kenny 25,870 28,406 62,527 -
V McLenaghan 14,678 18.183 9,628 8.586
PE Grove 35,945 46,116 49,017 -
MD ien Hove 17,549 25,015 - -
Former key management personnel"
RL Jones® 14,091 18.856 98,278 17.388
£G Tollifson™ 10,118 13.027 14,658 -

{1} These persons ceased being key management personnel from 1 July 2006
{2} Mr Jones ceased employment on 31 October 2006,
{3} Ms Tollilson ceased employment on 3 July 2006.

{F) At risk remuneration

Total reward mix

Consistent with market practice. the mix of total remuneration and reward is dependent on the level of seniority of the executive.
Total reward mix achigved for the current reporting period is as follows:

TOTAL REWARD MIX

TRC/BASE ST oce

% % %
Executive director
FM O'Halloran 3 a2 27
Other key management personnel
SP Burns 30 a 29
NG Drabsch 35 a0 25
TM Kenny 35 40 25
V Mclenaghan 34 40 26
PE Grove 30 4 29
MD ten Hove 35 39 26
Former key management personnel?
AL Jones™ 100 - -
EG Tollifson™ 68 32 -

{11 Except for Mr ten Hove, zll ot the above persons achieved their maximum entitlernent under the STi and DCP awards in 2006. Mr ten Heve's
maximum entitlement was based on the following mix: TRC 32%; ST1 41%; and DCP 27%.

{2) These persans ceased being key managemen! personnel from 1 July 2006,
{3} Mr Jones ceased employment on 31 Gctober 2006,
{4} Ms Tollitson ceased employment on 3 July 2006.

{G) Relationship between remuneration and corpany performance

Remuneration and reward structures encourage the achievement of a return for shareholders in terms of both dividends and growth
in share price. A significant compenent of execulive remuneration is “at risk”, ensuring a direct link between the consolidated
entity's performance and the reward for executives. Details of “at risk” remuneration are included earlier in this report. Overall levels
of executive reward take into account the performance of the Group over a number of years, with greater emphasis given 1o the
current year, The use of financial targets ensures that executives focus on delivering superior retumns to shareholders,

Qver the period from 2002 10 2006:

« 1he consolidated emity's net profit fter income 1ax has increased by an average of 52% per annum;
» dividends per share have increased by an average 28% per annum; and
« the share price has increased from $8.15 10 $28.85, an average of 37% per annum.

During the same pericd, average execulive remuneration including incentives has grown by epproximately 15% per annum.




The consclidated entity’s strong results in the last five years across 8 number of key performance indicators are summarised below:

2002 2003 2004 2005 2006
Earnings
Net profit after income tax {SM) 279 572 857 1,091 1,483
Basic earnings per share [cenis per share) o427 865 123.4 _ 1443 186.4
Return on equity T '
Return on average shareholders’ funds (%) 10.0 ~ 183 245 239 26.1
Retur;ls to sha_reholdets 7 . 7 )
Dividends paid {cents per share) 35.0 420 54.0 7.0 95.0
Share price at 31 December {$ per share) 8.15 10.60 15.35 19.60 28.85

ENVIRONMENTAL REGULATION

The consolidated entity’'s operations are not subject 1o any significant environmental regulations under either Commonwealth
or Siate legislation.

AUDITOR

PricewaterhouseCoopers, Chartered Accountants, continues in office in accordance with section 3278 of the Corporations Acr 2001.

NON-AUDIT SERVICES

During the year PricewaterhouseCoopers has performed certain other services in addition 1o its stalulory duties.

The board of directors has considered the position and. in accordance with the advice received from the audit commitiee,
is satisfied that the provision of the non-audit services is compatible with the general siandard of independence for auditors
imposed by the Corperations Act 2001, The directors are satisfied 1hat the provision of non-audit services by the auditor,

as provided in note 30 1o the financial statements, did not compromise the auditor independence reguirements of the
Corporations Act 2007 for the following reasons:

+ all non-audit services have been reviewed by the audit committee to ensure that they do not impact the impartiality and
objectivity of the auditor; and

= none of the services undermine the general principles relating 1o auditor independence as set out in Professional Statement
F1, including reviewing or auditing the auditor’'s own work, acting in a management or a decision making capacity for the
company, acting as advocate for the company or jointly sharing economic risk and rewards.

A copy of the auditor’s independence declaration reguired under section 307C of the Corporations Act 2007 is set out on page 68.

Details of amounts paid or payable 10 PricewaterhouseCoopers for audit and non-audit services are provided in note 30 to the
financial statements.

ROUNDING OF AMOUNTS

The company is of a kind referred to in the ASIC class order 98/0100 dated 10 July 1998 (as amended by class order D4/667
dated 15 July 2004) relating to the “rounding off ™ of amounts in the directors’ report. Amounts have been rounded off in the
directors’ report 1o the nearest million dollars o1, in cerain cases. (o the nearest thousand dollars in accordance with that
class order.

Signed in SYDNEY this 23rd day of February 2007 in accordance with a resolution of the dirgctors.

oo

EJ Cloney FM O'Halloran
Director Director
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AUDITOR'S INDEPENDENCE DECLARATION FOR THE YEAR ENDED 371 DECEMBER 2006

As lead auditor for the audit of QBE Insurance Group Limited for the year ended 31 December 2006. | declare that, 1o the best
of my knowledge and belief. there have been:

la) no contraventions of the auditor independence requirements of the Corporations Act 2007 in relation 1o the audit: and
{b} no contraventions of any applicable code of professional conduct in relation 1o the audit.

This declaration is in respect of QBE Insurance Group Limited and the entities it controlied during the period.

g

RD Deutsch
Partner

Sydney
23 February 2007

Liability imited by a scheme approved under the Professional Standards Legislation.
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THE COMPANY

CONSOLIDATED

2006 2005 2006 2005
NOTE M M ™ M
Revenue
Premium revenue - - 10,069 a.1m
Other revenue 2,352 520 1,768 2,946
Net fair valug gains on financial assets 2 - 207 217
Net tair value gains (losses) on invesiment properties - - 6 ()
Realised gain {loss) on sale of controlled entities 16 629 (1) 11
Invesimeni income — ABC financial assets pledged
_Yor funds at Lloyd's 30 48 122 B4
6 2,400 1,197 12,171 12,428
Expenses
Qutward reinsurance premium expense - - 1,911 1.785
Gross claims incurred - - 5,528 6.744
Other expenses HC) 16 8 2,449 2,179
Expenses — ABC securities for funds at Lloyd's 59 a5 143 101
Finance costs [ o SR, 93 128 96
Profit before income tax 7 2,251 1,083 2012 1523
Income tax (credit) expense 8 (28 - 519 425
Profit after income tax 2,279 o 1.060 1,493 1,098
Net profit awibutable o minorityintevest = - .. % 7
Net profit after income ta:-( attributable t'o
members of the company 2,279 1.060 1,483 1,091
CONSOLIDATED
2006 2005
NOTE CENTS CENTS
Basic earnings per share 36 186.4 144.3
Ciluted earnings per share 36 178.5 135.0

The above income siatements should be read in conjunction with the accompanying notes.




THE COMPANY CONSOLIDATED

2006 2005 2006 2005

NOTE M M M M
ASSETS
Cash and cash equivalents 10 13 14 1,019 1.081
Financial assets at fair value through the income
statement 11 62 40 18,915 18,503
ABC financial assets pledged for funds at Lloyd's 34 - - 995 1.032
Derivative financial instruments 12 4 1 102 82
Receivabies 13 1.488 1.928 3,837 3.607
Current tax assels - - 3 -
Reinsurance and other recoveries on outstanding
claims 22 - - 3624 4,213
Other assets 64 56 6 5
Deierred insurance costs 14 - - 1,409 1,446
Retirement benetit surplus 29 - - 2 2
Praperty, plant and equipment 15 - - 260 232
Deterred tax assets 16 6 - 72 67
Investment properties 17 - - 38 33
Shares in controlled entities 18 9,669 6,427 - -
Intangible assets o o B 18 o - 1475 1382
Total assets - 11,306 8.476 31,757 29,665
LIABILITIES ’
Trade and other payables 20 2,783 1,457 1,466 1,282
Derivative financial instruments 12 10 4 37 35
Current tax liabilities 101 144 193 162
Unearned premium 21 - - 4,642 4,287
ABC securities for funds at Lloyd's 34 - - 946 1.015
Swaps relating 10 ABC securities 34 5 5 58 29
Qutstanding claims 22 - - 15,269 15,083
Provisions 23 22 13 66 64
Retirernent benefit deficit 29 - - 8 168
Deferred tax liabilities 16 - 10 359 251
interest bearing labilities 24 745 1.145 2,364 _ 2130
Total liabilities S ’ 3666 2,778 25,408 24,506
Net assets 7,640 5,698 6,349 5,159
EQUITY
Share capital 25(A) 3,461 3,195 3,461 3.195
Treasury shares held in trust 25(B) - - {16) -
Equity component of hybrid securities 25(C) 108 108 108 108
Reserves 26(A) 44 33 47 (20}
Retined profas o _26(B). 4027 2362 2,683 .80
Shareholders’ funds ' o 7.640 5,698 6,283 5,093
Minority interest ) _ _18(D) - . - _ 66 66
Total equity T 7,640 5,698 6,349 5,159

The above balance sheets should be read tn conjunction with the accempanying notes.
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THE COMPANY CONSOLIDATED

2006 2005 2006 2005
NOTE M M ™ ™
Amounts recognised in equity
Net increase {decrease) in Tareign currency
translation reserve 26(A) - - 13 (24)
Actuanal gains (losses) on defined benefil
superannuation plans, net of tax 261B) - - 4 (27)
Cash flow hedges. ret of 1ex 26{A) 7 15 17 {5}
Gains on revaluation of owner accupied
properties, net of 1ax 26{A) - - 9 2
Employee share options, netoftex ~_ _  _228A 4 2B . 36
Net income {expense} recognised directly in equity 1" 18 n {18)
Ampounts recognised in income statement
Profit aiter income tax sy 1060 1493 1.098
Total recognised income and expense for the year ) 2,29(7" 1.078 1,564 1.080
Attributable to:
Equity holders 2,280 1.078 1,554 1.073
_Minonity interest L e T _ 10 ___7__
T 2290 1078 1564 1080

The above statements of recognised income and expense should be read in conjunction with ihe accompanying notes.




OPERATING ACTIVITIES
Premium received

Reinsurance and other recoveries received
OQutward reinsurance paid
Claims paid

Insurance costs paid

Other underwriting £osts

Interest received

Dividends received

Other aperating income

Cther operating paymentst
Interest paid

Income taxes recovered {paid)

_Net cash flows from operating activities

INVESTING ACTIVITIES
Proceeds on sale of equity investments
Proceeds on sale of investment property

Proceeds on sale of property, plant and equipment
Payments for purchase of equity investments
Proceeds from foreign exchange transactions
Payments for purchase of other financial assets
Payments for purchase of controlled entities

and businesses acquired”
Proceeds on disposal of controlled entities

Payments for purchase of investment property
Payments for purchase of property, plant and

_equipment . .
_ Net cash flows from investing activities
FINANCING ACTIVITIES -

Payments to controlled entities

Proceeds from issue of shares

Payments for purchase of treasury shares
Share issue expenses

Proceeds from settlement of staff share loans

Proceeds from interest bearing lizbilities
Repayment of interest bearing liabilities
ADEvEdenids paid o )
Net cash flows from financing activities

NET {DECREASE) INCREASE IN CASH AND CASH

EQUIVALENTS RELD

Cash and cash equivalents at the beginning of the

financial year

Effect of exchange rate changes on opening cash

_and cash equivalents

Cash and cash equivalents at ;he end of the

financial year

THE COMPANY

2006 2005
NOTE M M
53 3
1,085 262
1 -
3l (23)
(65) (49)
) g (6)
38 1,086 87
(19) {40)
- (54)
N ) (19} (94)
(128) (263)
(28) -
(5) 2)
- 400
{400) -
; (@97) (224)
(1068) (89
(m 4
14 9
- )
13 14

CONSOLIDATED

2006
M

10,483
1805
{1.874)
6,025)
{2,044)

(379)
611
45
30
(171}
(84)
{358)
2,039

418

1

2
(1.376)

39
(817)

(88)
3
{2)

. (81

{1,881}

(38)
(5}
47
731
{400)
{497)
(162)

(4)
1,061
(3g)

1,019

2005
M

8,756
1,309
(1.479)
4.620)
(1.748)
{343)
£62
44
(208)
(115)
(171}
1.987

1,403

i

2
(589}

188
{2,755}

1402}
35
(4)

(82)
(2.203)

4)
34
400

{45)

{224)
161

(55)
1921
(5)

1,061

{1} Current year includes payments of $140 million 1o fund defined henefit retirement obligations.

(2) Net of cash acquired.

The above statements of cash flows should be read in conjunction with the accompanying notes.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation
of the financial report are set out below. These paolicies
have been consistently applied to all the years presented,
unless otherwise stated. The financial repart includes
separate financial statements for QBE Insurance Group
Limited {"the company”} as an individual entity and the
consolidated entity consisting of QBE Insurance Group
Limited and its controlled entities.

{A) Basis of preparation

This general purpose financial report has been prepared

in accordance with Australian equivalents to International
‘Financial Reporting Standards ("AIFRS"), other authoritative
pronouncements of the Australian Accounting Standards
Board ("TAASB"), Urgent Issues Group {"UIG"} Interpretations
and the Corporations Act 2001,

These financial statements have been prepared under the
histerical cost convention, as modified by the revaluation of:

= financial assets and liabilities {including derivative
instruments) at fair value through the income statement;

= certain classes of property. plant and equipment; and

* investment property.

(B) Principles of consolidation

The consolidated tinancial statements incorporate the assels
and liabilities of all entities controlled by the company as at
31 December 2006 and the results of all controlled entities for
the financial year then ended. The company and its controlled
entities together are referred 1o in this financial report as

the “consolidated entity”. The effects of all ransactions
between entities in the consolidated entity are eliminated in
full. Minority interest in the results and equity of controlled
entities is shown separately in the consolidated incorne
statement and balance sheet.

Where cantrot of an entity commences during a financial year,
its results are included in the consolidated income statement
from the date cn which the contrel commences. Whete control
of an entity ceases during a financial year, its results are included
for that part of the year during which the control existed.

The purchase method cf accounting is used to account for
the acquisition of controlled entities by the conselidated
entity. The cost of an acquisition is measured as the fair value
of the assets given, equity instruments issued and liabilities
incurred or assumed at the date of exchange. plus costs
directly atiributable to the acquisition. Identifiable assets
acquired and liabilities and contingent liabilities assumed in

a business combination are measured initially at their fair
values al the gcquisition date. irrespective of the extent of
any minority interest. The excess of the cost of acquisition
over the fair value of the consolidated entity's share of the
identifiable net assets acquired is recorded &s goodwill. If the
cost of acquisition is less than the fair value of the net assets
of the controlled entity acguired, the difference is recognised
directly in the income statement.

{C) Premium revenue

Premium comprises amounts charged to policyholders,
excluding taxes collected on behalf of third parties. The
earned portion of premium received and receivable, including
unclosed business. is recognised as revenue. Premium on
unclosed business is brought 1o account based upon the
pattern of bocking of renewals and new business.

{D) Unearned premium

Unearned premium is calculated based on the term of the risk
which closely approxirates the pattern of risks underwritien
using either the daily pro-rata method or the 24ths method.

At each balance date. the adeguacy of the unearned premium
liability is assessed on a net of reinsurance basis against the
present value of the expected future cash flows relating 1o
poiential future claims in respect of the relevant insurance
contracts, plus an additional risk margin 10 reflect the inherent
uncertainty of the central estimate. The assessment is carried
out at the divisional business segment level, being a portfolio
of contracts that are broadly similar and managed together

as a single portfolio. If the unearned premium liability, less
related intangible assets and deferred acquisition costs, is
deficient, then the resulling deficiency is recognised in the
income statement of the consolidated entity.

(E} Qutward reinsurance

Premium ceded 1o reinsurers is recognised as an expense in
accordance with the paitern of reinsurance service received.
Accordingly, a portion of outward reinsurance premium is
treated as a prepayment at the balance date.

(F) Claims

The provision for outstanding claims is measured as the
ceniral estimaie of the present value of expected fuiure
claims payments plus a risk margin. The expected future
payments include those in relation to claims reported but
not yet paid: ¢laims incurred but not reporied {"IBNR");
claims incurred but not encugh reported ["IBNER™); and
estimatied claims handling cosis.

The expected fulure payments are discounted to present
value using a risk free rate.

A risk margin is applied to the central estimate, net of
reinsurance and other recoveries, 10 reflect the inherent
uncertainty in the central estimate. This risk margin
increases the probability that the net liability is adeguate
10 a minimum of 85%

{G} Reinsurance and other recoveries
Reinsurance and other recoveries on paid claims,
reported clarms not yet paid. IBNR and IBNER are
recognised as revenue.

Amounts recoverable are assessed in a manner similar
10 the assessment of outstanding claims. Recoveries are
measured as the present value of the expected future
receipts, calculated on the same basis as the provision
for outstanding claims.
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SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES CONTINUED

(H} Acquisition costs

A portion of acquisition costs relating 1o ungarned premium
is deferred in recognition that it represents a future benefit,
Deferred acquisition costs are measured a1 the lower of
cost and recoverable amount. Deferred acquisition costs are
amortised over the financial years expecied 10 benefit from
the expenditure.

(  Investment income

Interest income is recognised on an accruals basis. Dividends
are recognised when due. Investment income includes
realised and unrealised gains or losses on financial assets
which are reported on a combined basis as fair value gains
or losses on financial assets.

Investment income on ABC financial assets pledged for funds
at Lloyd's and expenses from ABC securities for funds at
Lloyd's, both of which are separately identified, include Tair
value gains and losses on the ABC swaps.

{J) Taxation

The income tax expense for the period is the tax payable

on the gurrent period’s taxable income based on the notional
income tax rate for each jurisdiction, adjusted by changes

in deferred tax assets and liabilities attributable 1o temporary
differences between the 1ax bases of assels and liabilities
and their carrying amounis in the financial statemenis.

Deferred tax assets and lizbilities are recognised for
temporary differences at the 1ax rate expected to apply
when the assets are recovered or liabilities are settled.
based on those iax 1ates which are enacted or substantively
enacted for each jurisdiction, The relevant 1ax rates are
applied to the cumulative amounts of deductible and taxable
temporary differences 1o measure the deferred tax asset

or liability. An exception is made for cenain temporary
difterences arising from the initial recognition of an asset

or liability. No deferred tax asset or liability is recognised

in relation 1o these temporary difierences if they arose in

a transaction, other than a business combination, that at
the time of the transaction did not affect either accounting
or taxable profit or loss.

Deferred tax assets are recognised for deductible temporary
differences and unused tax losses only it it is probable that
future taxable amounts will be available to utilise those
temporary ditierences and losses.

Delerred tax liabilities and asseis are not recognised {or
termporary differences between the carrying amount and tax
bases of investments in controlied entities where the parent
entity is able 1o control the timing of the reversal of the
temporary differences and it is probable that the differences
will not reverse in the near future.

Current and deferred tax balances attributable to amounts
recognised directly in eguity are also recognised direcily
in equity.

The company and all of its Australian wholly owned controlled

entities {"Australian entities”) have implemented the tax

consolidation legislation. The company is the head entity

in a tax-consolidated group comprising the company and the
Australian entities. All entities in the lax-consoclidated group
continue t¢ account for their own cusrent and deferred tax
amounts. These tax amounts are measured as if each entity
continues to be a stand-along tax payer in its own right,

In addition 10 its own current and deferred 1ax amounts,

the company alse recognises any current tax or deferred
1ax arising from unused tax losses and usused iax credits
assumed from controlled entities in the tax-consclidated
group. Details of the tax funding agreement are included

in note 8 t{o the financial statements.

(K) Cash and cash equivalents

Cash and cash equivalents includes cash a1 bank and on hand
and deposils ai call which are readity convertible 1o cash on
hand and which are used in the cash management funciion
on z day to day basis, net of bank overdrafis.

{L} Financial assets

) Policyholders’ and shareholders’ funds
Policyholders’ funds are those financial assets which are
held 1o fund the insurance provisions of the consolidated
entity. The remaining financial assels. including equities,
and investment properties {refer note 1{M)) represem
shareholders’ Tunds. Insurance profit is derived by
adding investment income on policyholders’ funds to
the underwriting result.

All investments are managed and performance is evaluated
on a Tair value basis for both internal and external reporting
in accordance with the censolidated entity's documented
investment strategy.

(it Basis of valuation

All investments are designated as fair value through profit

or loss on initial recagnition. They are initially recorded at fair
value and are subsequenily remeasured to fair value at each
reporting date. Fair value for each type of financizl asset is
determined as follows:

Listed investments — by reference io the closing bid price of
the instrument at the balance date.

Unfisied investments - the fair value of financial assets not
traded on an active market is determined using valuation
techniques including reference to:

+ the fair value of recent arm's length transactions involving
the same instrument or ingtruments that are substantially
the same;

» discounted cash flow analysis; and

» option pricing models.

All purchases and sales of financial assets that require
delivery of the asset within the time frame established by
regulation or market convension (“regular way” ransactions)
are recognised at trade date, being the date on which the
consolidated entity commits to buy or sell the asset.

Fimancial asseis are derecognised when the right 1o receive
future cash flows from the assets has expired, or has been
transferred, and the consolidated entity has transferred
substantially all the risks and rewards of ownership.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES CONTINUED

(M) Investment properties
Investment properties are valued by reference to external
market valuations at fair value through the income statement.

(N} Derivative financial instruments

The consolidated entity is subject 1o currency. cash flow,
interest rate. price. credit and liquidity risks. Derivative
financial instruments {“derivatives”) are used 1o manage these
risks. The consotidated entity dogs not enter into, issue or
hold derivatives for speculative trading purposes.

Derivatives are initially recognised at fair value on the date

a derivative contract is entered into and are subsequently
remeasured 10 their fair value. The method of recognising
the resulting gain or loss depends on whether the derivative
is designated as a hedging instrument and the nature of
the item being hedged. Derivatives which are not part of

a hedging relationship are valued at fair value through the
income statement. Derivatives which are part of a hedging
relationship are accounted for as set cut in note 1{0). The
fair value of forward exchange contracts is determined using
forward exchange rates at the balance date.

(O} Hedging transactions

Derivatives held for risk management purposes which meet
the criteria specified in AASB 139 are accounted for by the
consolidated entily using fair value hedge accounting, cash
flow hedge accounting or hedging of a net invesiment in a
foreign operation as appropriate to the risks being hedged.

When a financial instrument is designated as a hedge, the
consclidated entity formally documents the refationship
between the hedging instrument and hedged item as well as
its risk management objectives and its sirategy for undertaking
the various hedging transactions. The consolidated entity also
documents its assessment, both at hedge incepticn and on

an ongoing basis, of whether the derivatives that are used for
hedging are highly eftective in otisetting changes in fair values
or cash flows of hedged items.

Hedge accounting is discontinued when:

« it is determined that a derivative is not, or has ceased 10
be, highly efiective as a hedge;

+ the derivative expires, or is sold, terminated or exercised; or

* 1he hedged item matures, is sold or repaid.

{it  Fair value hedge accounting

Changes in the tair value of derivatives that qualify and are
designated as fair value hedges are recorded in the income
statement, together with changes in the fair value of the
hedged asset or lizbility that are attributable to the hedged
risk. If the hedge no longer meets the criteria for hedge
accounting, the fair value hedging adjustment cumulatively
made 10 the carrying value of the hedged item is, far items
carried at amortised cost, amortised over the period 10
maturity of the previously designated hedge relationship
using the etfective interest method. If the hedged item is sotd
of repaid, the unamortised fair value adjustment is recognised
immediately in the income statement.

(i} Cash flow hedge accounting

For qualifying cash flow hedges, the fair value gain or loss
associated with the effective portion of the cash ftow hedge
i3 recognised initially directly in shareholders’ equity and
transferred to the income statement in the period when the
hedged item will affect profit or loss. The gain or loss on any
ineffective portion of the hedging insirument is recognised
in the income statement immediately. When a hedging
instrument expires or is sold, or when a hedge no longer
meets the criteria for hedge accounting, any cumulative
gain or loss existing in equily at that time remains in equity
and is recognised when the hedged item affects the income
statement. When a transaction is no longer expected 1o
occur, the cumulative gain or loss that was recognised in
equity is immediately transferred to the income statement.

{iti) Hedges of net investments in foreign operations
Hedges of net invesiments in foreign operations, in¢cluding
monetary items that are accounted for as part of the net
investment, are accounted for in @ manner similar 10 cash
flow hedges. The gain or loss on the effective portion of
the hedging instrument is recognised directly in equiity and
the gain or loss on the ineffective portion is recognised
immediately in the income statement. The curnulative gain
or loss previously recognised in equily is recognised in the
income stalement on the disposal ¢r partial disposat of the
foreign operation.

(P} Receivables
Receivables are measured at fair value through the income
statermeni and form pan of policyholders’ funds.

(Q} Property, plant and equipment

Owner occupied properties are measured at fair value by
reference to external market valuations. When a revaiuation
increases the cairying velue of a property, the increase is
credited io the revaluation reserve in equity. To 1he extent
that the increase reverses a decrease previously recognised
in the income statement, the increase is first recognised in
the income statement. When an asset’s carrying amount

is decreased as a result of a revaluation, the decrease is
recognised in the income statement. To the exteni that the
decrease reverses an increase previousty recognised in
eguity, the decrease is first recognised in equity.

All other plant and equipment is stated at historical cost less
accumulated depreciation.

Leasehold improvements, office equipment, fixtures and fittings
and motor vehicles are depreciated using the straight line
mathod over the estimated usetul life 1o the consolidated entity
of each class of asset. Estimated useful lives are between three
and 10 years for all classes.

An asset’'s carrying amount is written down 1o its recoverable
amount if the asset’s carrying amount is greater than its
estimated recaverable amount. Refer note 1{S).

(R} Intangible assets

(i} Goodwill

Goodwill represents the excess of the cost of an acquisition
aver the fair value of the consclidated entity’s share of the
net identifiable assets acquired. Goodwill acquired in a
business combination is tested for impairment and is not
subject to amonisation.
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SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES CONTINUED

(i) Imangible assets

Intangible assets are measured at cost. Those with a linite
useful life are amortised using the straight line method over
the estimated useful life. Estimated useful lives are between
three and 20 years. Intangible assets with an indefinite
useful life are not subject 1o amortisation but are tested for
impairment annually or more often if there Is an indication
of impairment.

(S) Impairment of assets

Assets, including goodwilt and intangibles. that have an
indefinite useful life are tesied annually for impairment or
more frequently when changes in circumstances indicate
that the carrying amount may not be recoverable. Assets
that are subject to amortisation are reviewed for impairment
whenever evenls or changes in circumstances indicate that
the carrying amount may not be recoverable. An impairment
\oss is recognised as the amount Dy which 1he asset's
carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset's fair value
less costs 1o sell and its value in use. For the purposes of
assessing impairment, assets are grouped in cash generating
units which are the lowest levels for which there are
separalely identifiable cash flows.

(T} Financial liabilities

Financial liabilities are initially measured at fair value and are
subsequently measured at amortised cost. Any diifference
between the proceeds and the redemption amount is
recognised in the income statement over the period of the
financial liability using the effective interest method.

On issue of hybrid securities. the fair value of the liability
component, being the obligation to make iuture paymenis
of principal and interest to investors, is calculated using a
rmarket interest rate for an equivalent non-convertible note.
The residual amount, representing the fair value of the
conversion option, is included in equity with no recognition
of any change in the value of the option in subsequent
periods. The liability is included in financial labilities and
cariied on an amontised cost basis with interest on the
securities recognised as financing costs on an effective
interest method uniil the liability is extinguished on
conversion or maturity of the securities.

Financial liabilities are classified as current liabilities unless
ihe consolidated entity has an unconditional right 1o defer
settlement of the liability for at least 12 months after the
balance date.

{U} Foreign currency translation

iy Functional and presentation currengy

ltems included in the financial statements of controlled
entities are measured using the currency of the primary
economic environment in which the entity operates ("the
funclional currency”). The consolidated entity’s financial
statements are presented in Australian dollars, being the
functional and presentation currency of the company.

lil Translation of foreign currency transactions

and balances
Foreign currency transactions are translated into functional
currencies at the rates of exchange at the dates of the
transactions. At the balance date, monetary assels and
liabilities dencminated in foreign currencies are translated
al the rates of exchange prevailing at that date. Resulting
exchange gains and losses are included in the income
statement.

{iiy Translation of overseas controlted entities

The results and balance sheets of alt overseas controlled
entities that have a functional currency different from the
presentation currency are translated into the presentation
currengy as iollows:

+ assets and liabiliies are translated at the closing balance
date rates of exchange;

« income and expenses are translaied at cumulative average

rates of exchange; and

all resulting exchange ditterences are recognised as

a separate component of equity.

On conselidation, exchange differences arising from the
wanslation of the net investment in overseas controlled entities,
and of financial liabilities and other instruments designated as
hedges of such invesiments, are taken to shareholders’ equity.
When an overseas controlled entity is sold, these exchange
ditferences are recognised in the income siatement as par

of the gain or loss on sale.

{iv] Hedging transactions
Derivatives are used 10 hedge the foreign exchange
risk relating to certain transactions. Refer to note 1{O).

{V) Equity

Ordinary shares are classified as equity. Incremental ¢osts
directly attributable 1o the issue of new shares or options

are shown in equity as a deduction trom the proceeds, net
of tax. Incremental costs directly attributable 1o the issue of
new shares or options, or for the acguisition of a business.
are included in the cost of acquisition as part of the purchase
consideration.

The equity component of hybrid securities is calculated and
disclosed as set out in note 1{Th

{W) Earnings per share

{i)y Basic earnings per share

Basic earnings per share is determined by dividing net profit
after income 1ax attributable 10 members of the company,
adjusted for the cost of servicing eguity other than ordinary
shares, by the weighted average number of ordinary shares
outstanding during the financial year, adjusted for benus
elements in ordinary shares issued during the year.

iy Diluted earnings per share

Diluted earnings per share adjusts ihe earnings figure used

in the determination of basic earnings per share 10 exclude
the afier income tax etfect of interest and other financing
costs associated with dilutive potential ordinary shares and
the weighted average number of shares assumed 1o have
been issued for no consideration. it also adjusts the werghted
average number of shares to include dilutive potential ordinary
shares and instruments with a mandatory conversion feature.
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SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES CONTINUED

{(X) Dividends

Dividends are recognised when appropriately authorised and
no longer at the discretion of the entity, on or before the end
of the financial year bui not distributed at the balance date.

(Y} Employee benefits

() Superannuation

The consolidated entity participates in a number of
superannuation plans and contributes 1o these plans in
accordance with plan rules and actuarial recommendations.
which are desigred to ensure that each plan's funding
provides sufficient assets to meet its liabilities.

Defined contribution plans
For defined contribution plans, contributions are expensed
as incurred.

Defined benefit plans

The liability recognised in the balance sheet in respect of
defined benefit superannuation plans is the present value

of the defined benefit obligation al the balance date less the
fair value of plan assets, adjusted for any unrecognised past
service costs. The defined benefit obligation is calculated
annually by independent actuaries using the projected unit
credit method. The present value of the defined benefit
cbligation is determined by discounting the estimated
future cash outflows using interest raigs of high quality
corporate or government bonds that are dengminated in

the currency in which the benefils will be paid, and that have
g lerm 1o maturity agproximating the term of the related
superannuation liabitity. Actuanial gains and losses arising
from experience adjustments and changes in actuarial
assumptions are recognised directly in equity. Past service
costs are recognised immediately in income. unless the
changes (¢ the superannuation plan are conditional on the
employees remaining in service for a specified period of time
{(1he vesting period) in which case the past service costs are
amortised on a straight line basis over the vesting period.

{ii) Share based payment

The consolidated entily operales an equity settled, share
based cempensation plan. No expense is recognised for
options and conditional rights granted before 7 November
2002 and/or vested before 1 January 2005. For all other
options and conditional rights, the fair value of the employee
services received in exchange for the grant of those
instrumenis is recognised as an expense. The total amount
to be expensed over the vesting period is determined by
reference to the tair value of the instruments granted.
excluding the impact of any non-market vesting conditions.
The fair value at grant date of the options and conditional
rights is calculated using a binomial model. The fair value
of each instrument is expensed evenly over the period
between grant and vesting dates. Non-market vesting
conditions are included in assumptions about the number
of instruments that are expecied to become exercisable.
At each balance date, the consolidated entity revises its
estimates of the number of options that #re expected to
recome exercisable.

The consolidaled entity recognises the impact of the revision
of original estimates, if any. in the income statement., with a
corresponding adjustment 1o equity.

tizi) Profit sharing and banus plans

The consolidated entity recognises a liability and an expense
for bonuses and profit sharing, based on a formula that takes
inte consideration the profit atiributable to the company's
shareholders after cenain adjustments.

{ivl Termination benefits

Termination henefits are payable when employment is
terminated before the normal retirement date or when

an employee accepts voluntary redundancy in exchange
for these benefits. The consolidated entity recognises
termination benefits when it has demonstrably committed
tc either;

* terminating the employment of current employees
according to a detziled formal plan without possibility
of withdrawal: or

+ providing termination benefits as a result of an offer made
1o encourage voluntary redundancy.

v} Long service leave

The provision for long service leave is measured as the
present value of expecied future payments to be made
in respect of services provided by employees up to the
reporting date using the projected unit credit method.

Benefits falling due more than 12 months atier the balance
date are discounted 1o present value.

(Z) Treasury shares held in trust

The assets, liabilities and results of share based remuneration
trusts are included in the balance sheet and results of the
consolidatied entity. These trusts may hold shares in the
company to satisfy the company’s obligations under the
Employee Share and Option Plan {"the Plan"}. Any shares in
the company held by a trust are measured at cost (including
any attributable acquisition costs). No gain or loss is
recognised in the income statement on the sale, cancellation
or reissue of these shares. On consolidation, these shares
are presented on the balance sheet as treasury shares held in
trust and represent a reduction in equity.

(AA) Leases

Leases in which a significant portion of the risks and rewards
of ownership are retained by the lessor are classified as
operating leases. Paymenis made under operating leases
[net of any incentives received from the lessor) are charged
to the income statement on a straight line basis over the
period of the lease.

(AB) Rounding of amounts

The company is of a kind referred 1o in the ASIC class order
98/0100 dated 10 July 1998 {as amended by class order
04/667 dated 15 July 2004} relating to the "rounding off*

of ameunts in the financial statements. Amounts have been
rounded oif in ihe financial stalements 1o the nearest million
dollars or. in certain cases, 1o the nearest thousand dollars
in accordance with ihat class order.
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AUSTRALIAN ACCOUNTING STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE

TITLE OPERATIVE DATE
2005-10 Amendments to Australian Accounting Standards {AASB 132, AASB 101, AASB 114, 1 January 2007

AASE 117, AASB 133, AASB 138, AASE 1, AASB 4, AASB 1023 and AASB 1038)
AASB 7 Financial Instruments: Disclosures 1 January 2007
UG 8 Scope of AASB 2 1 January 2007
UG g Reassessment of Embedded Derivatives 1 January 2007
UIG 10 Interim Reporting and Impairment 1 January 2007
AASB 101 Presentation of Financial Statemenits {revised October 2006) 1 January 2007

These amendments are not effective for the year ended 31 December 2006 and have not been applied in preparing
the consolidated entity's and the company's financial statements. The application of these standards is not expected 10 have
a material impact on the consclidaied entity’s or the company’s financial statements.

The consclidated entity and the company will apply these standards for the annual reporting period beginning on the operative date
set out above.

3

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

The consolidaied entity is an international general insurance and reinsurance group underwriting most major commercial
and personal lines classes of business through operations in 44 countries. The class of business mix and an analysis of the
consolidated entity’s gross written and net earned premiurmn from inswrance and reinsurance business is shown on page 15.
The head office Tunclion is located in Australia and exists 10 support the activities of divisional operations as foflows:

« Australia Pacific Asia Central Europe {"APACE"), which comprises general insurance aperations in 26 countries under a single
management structuie:

» European operations, which comprises reinsurance business written in the UK and lieland, general insurance business written
in the UK and throughout mainland Eurcpe, and both general insurance and reinsurance business wriiten through Lloyd's
of London; and

+ QBE the Americas. which comprises general insurance and reinsurance operations in the US and a number of Latin American countries.

In view of this geographic and product diversity, the consclidated entity has developed a strong, centralised risk management
and policy framework designed to ensure consistency of approach across a number of operational activities, subject 1o the
specific requirements of local markets, legislation and regulation. Such operational activities include underwriting, claims
management, aciuarial assessment of the claims provision and investment management. In addition, the assessment of the
risk margin undertaken at a divisional level is subject to detailed head office review and the consolidated entity’s probability
of adequacy is determined by the chief actuarial officer.

Given the centralised approach to many of its activities and the product and geographical diversification, sensitivity analyses

in respect of critical accounting estimates and judgmenis are presenied a1 the consolidated entity level in order 1o provide a
level of analysis which is meaningful, relevant, reliable and comparable year on year. It is considered that disclosure at business
segment or product level would not provide a meaningtul cverview given the complex interreiationships between the variables
underpinning the consolidated entity’s operations.

The consalidated entity makes estimales in respect of certain key assets and liabilities. Such estimates are determined by
qualified and experienced employees with reference o historical data and reasoned expeciations of future events. The key
areas in which critical estimates and judgments are applied are described below.

{A) Ultimate liability arising from claims made under insurance contracts
Provision is made for the estimated cost of claims incurred but not settled at the balance date. The estimated cost of claims
includes direct expenses that are expected to be incurred in settling those claims.




3

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS CONTINUED

The estimation of IBNR is generally subiect lo a greater degree of uncenainty than the estimation of the cost of seltling claims
slready notified to the consolidated entity, where more information about the claims is generally available. Liability and other long
1ail classes of business, where claims settlement may not happen for many years afier the event giving rise to the claim, typically
display greater varisbility between initial estimates and final settlernent due 10 delays in reporting claims, uncertainty in respect of
court awards and future claims inflation. Claims in respect of property and other shen 1ail classes are typically reported and settled
sooner afler the claim event, giving rise 1o more certainty. The estimation techniques and assumptions used in determining the
outstanding claims provision and the associated reinsurance and other recoveries are described below,

(i} lnsurance risk assumptions

The consclidated entity’s process for establishing the outstanding claims provision involves extensive consultation with internal and
external actuaries, claims managers, underwriters and other senior management. This process includes guarterly internal claims
review meetings attended by senior divisional and Group management and detailed review by external actuaries at feast annually.
The risk management procedures related 1o the actuarial function are explained further in note 4.

The determination of the amounts thal the consolidaied entity will ultimately pay for claims arising under insurance and
teinsurance contracts involves a number of critical assumptlions. Some of the uncertainties impacting ihese agssumplions
are as follows:

changes in patterns of claims incidence, reporting and payment;

volatility in the estimation of future costs for long 1ail insurance ciasses due 1o the longer period of time that
elapses before a definitive determination of the ultimate claims cost can be made;

= incidence of catastrophic events close 1o the balance date;

» changes in the legal environment, including the interpretation of liability laws and the quanium of damages: and
social and economic trends, for examgple price and wage inflation and interest rates.

The potential impact of changes in key assumpticns on the consolidated entity's income staiement and balance sheet are
summarised in note 3{A)vii}.

(i} Central estimates

The outstanding claims provision comprises the central eslimate and a risk margin which is added to the central estimate 10
achieve a desired probability of adegquacy. The outstanding claims provision is discounted at risk free rates of return to reflect
the time value of money.

A central estimate is an estimate of the level of claims provision that is iniended to centain no intentional under or over
estimation. As the consolidated entity requires a higher probability that estimates will be adeguate over lime. a risk margin is
added 10 the central estimate of outstanding claims.

Central estimates for each class of business are determined by reference 10 a variety of estimation techniques, generally based
on a statistical analysis of historical experience which assumes an underlying pattern of claims development and payment.

The final selected central estimates are based on a judgmental consideration of the results of gach method and gualitative
information, for example. the class of business, the maturity of the porifclio and the expected term to settlement of the class.
Projections are based on both historical experience and external benchmarks where relevant.

Central estimates are calculatled gross of any reinsurance recoveries. A separaie estimate is made of the amounts recoverable
from reinsurers based on the gross outsianding claims provision,

(iii) Risk margin

The determination of the appropriate level of risk margin 1akes into account the uncertainty or variability of each class of business
and the diversification benelits achieved by writing a number of classes of business in a number of geographic locations.

The measurement of variability by class of business uses techniques similar 1o those used in determining the central estimate.
These techniques determine a range of possibie oulcomes of ultimate payments and assign a likelihood 10 outcomes at
different fevels. The use of a range of outcemes allows a determination of the risk margin required to provide an estimate at

a given probability of adequacy, e.g. nine times in 10 (2 30% probability of adequacy). These techniques use standard statistical
distributions, and the measure of variability s referred 10 as the standard deviation or the coeflicient of variation.

The risk margin required 1o provide a given probability of adequacy for two or more classes of business or for iwo or mare
gecgraphic locations combined is likely 1o be less than the sum of the risk margins for the individual classes. This reflects the
benefit of diversification in general insurance. The statistical measure used to determineg diversification is called the correlation.
The higher the correlation between 1wo classes of business. the mare likely it is that a negative outcome in one class will
correspond to a negative outcome in the other class. For example, high correlation exists in classes of business affected by courn
cases involving bodily injury claims such as motor third party liability (CTP), workers' compensation and public liability.
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CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS CONTINUED

Whilst there are estimation technigues for determining cosrelations, they are difficult to apply. The correlations adopted by the
consolidated entity are normally derived from industry analysis, the consolidated entity’s historical experience and the judgment

of experienced and qualified actuanes.

The risk margin for the consolidated entity is determined by analysing the variability of each class of business and the correlation
berween classes o} business and divisions. Correlations are determined for aggregations of classes of business, where appropriate,
at the divisional level. Applying correlations between divisions results in a further diversification benefit 1o the consolidated entity

with a consequent impaci on the consolidated entity’s risk margin.

The potential impact of changes in the coefficien of variztion assumpticns on the consolidated entity’s income statement and

balance sheet is summarnised in note 3{AYwii).

{iv] Assets arising from contracts with reinsurers

Assets arising from contracts with the consolidated entity’s reinsurers are determined using the same methods described above.
In addition, the recoverability of these assets is assessed at each balance date to ensure thal the balances properly reflect the

amounts that will ultimately be received, taking into account counterparty and credit risk.

(v Expected present value of future cash flows for future claims

The expected present value of future cash flows for future claims and risk margin used in the liability adequacy test are

determined using the same methods described above.

(vi} Financial assumptions used (o determine outstanding claims provisions

The outsianding claims provision is discounied to net present value using a risk free rate of return. Details of risk free rates

applied arg as follows:

2006 2005
% %
SUCCEEDING SUBSEQUENT SUCCEEDING SUBSEOUENT
YEAR YEARS YEAR YEARS
Australia Pacific Asia Central Europe 297-1275 297-127% 2.70-13.40 270-13.40
European operations 4.80-5.10 480 -5.10 430 - 4.40 4.30 - 4.40
the Americas 4.80 4.80 4.40 2.40
Equator Re 4.80 - 6.35 4,80 - 6.35 430 -553 430 -5.38
The potentizl impact of a change in discount raies on the consolidated entity’s income statement and balance sheet is
summarised in note (A} vii).
The weighted average terms to settlement of net outstanding claims at the balance date aie as follows:
2006 2005
YEARS YEARS
Ausiralia Pacific Asia Central Eurcpe 2.6 28
Furopean operations 2.9 3.0
the Americas 2.2 2.2
Equator Re 2.3 19
Consolidated entity 2.8 2.8

The potential impact of a change in the weighted average term to settlement on the consolidated entity’s income staterment and

balance sheet is summarised in note 3{ARvii).
The consolidated entity’s exposure 1o interest rate risk in respect of tinancial assets is also considergd in note S(A(i).

{vii) Impact of changes in key variables on the outsianding claims provision

The impact of changes in key outstanding claims variables are summarised in the table on page 83. Each change has been
calculated in isolation of the other changes and each change shows the afler tax impact on profit and equity assuming that

there is no change 10:

« Any of the other variables - This is considered unlikely as, for example, an increase in interest rates is normally accompanied
by an increase in the rate of inflation. As can be seen from the table on page 83, the impact of a change in discount rates is
largely offset by the impact of a change in the rate of inflation. The impact of a change in interest rates on financial assets is

shown in note 5(D).
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CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS CONTINUED

* The probability of adequacy — The directors and management have set an internal 1arget range of 85% 10 94% for the
probability of adequacy of the outstanding claims provision. [t is likely that if, for example. the central estimate was to increase
by 5%, al least part of the increase would result in a decrease in the probability of adequacy. which is currently estimated 16 be
94.6%. Likewise, if the coefficient of variation were 10 increase by 1%, it is likely that the probabiiity of adequacy would reduce
frem its current level and that the change would therefore impact the amount of risk margins held rather than net profit afier
income 1ax or equity.

FINANCIAL IMPACT "

MOVEMENT IN VARIABLE PROFIT (LOSS) EQUITY

% M M

Central estimate +5 {359) 353}
-5 359 359

Intlation rate +1 {207) {207}
-1 198 198

Discount rate +1 209 209
-1 (224) {224)

Coefficient of variation +1 {122} {122)
-1 123 123

Weighted average lerm 10 settlermnent +10 113 113
-0 (122} {122)

(1} Determined at the consolidated entity level net of reinsurance and taxation at the prima tacie rate of 30%.

(B) Retirement henefit obligations

The present value of the obligaticns arising frorm the consclidated entity’s delined benefit superannuztion plans is determined by
external acluaries based on discount rate, maortality, salary growth and invesiment return assumptions. Key assumptions are set
out in note 29.

The discount rate appiied to the various plans is the interest rate on high quality corporate bonds {where there is a sufficiently
deep market} or the appropriate government bond rate. The surplus or deficit at each balance daie varies 1o reflect changes in
interest rates.

Morality assumptions are affected by experience which indicates increasing longevity, particularly for ceriain age groups of the
population. The consolidated entity has considered the consensus of professional opinions from a number of external actuaries
in respect of the appropriateness of the monality 1ables selected for use in the valuation of the superannuation obligations for
each of the consolidated entity’s plans.

The potential impact of a change in the most sensitive assumption on the consolidated entity's income statement and bslance
sheet is summarised below.

FINANCIAL IMPACT-"

MOVEMENT IN VARIABLE PROFIT (LOSS) EQUITY

% M M

Discount rate +1 - 79
-1 - (99)

{1} Determined at the consolidated entity level net of taxation a1 the prima facie rate relevant 1o the superannuation plan.

(C) Intangible assets

Goodwill and intangible assets with an indefinite useful lile are 1ested annually for impairment, or more frequently when changes
in circumstances indicate that the carrying amount may not be recoverable. Intangible assets subject 10 amortisation are
reviewed for impairment whenever evenis or changes in circumstances indicate that the carrying value may not be recoverable.
The impairment review is based on the net present value of estimated fuiure cash flows of the relevant cash generating unit,
which is determined by reference 10, amongst other {actors, the estimated combined operating ratio in the business plan.

If the combined operating ratio applied in these calculations was increased by one per cent over managemeant’s estimates st
31 December 20086, ihe consolidated entity would have no requiremeni 1o reflect an impairment write down.
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INSURANCE CONTRACTS - RISK MANAGEMENT POLICIES AND PROCEDURES

An overview of the consolidated entity's risk management framewaork is provided in the risk management statement on pages 18
and 19 and in the risk management section of the corporaie governance statement on pages 48 to 50. The consolidated entity’s
risk management objectives are to:

» avoid unwelcome surprises by reducing uncertainty and volatility;
- achieve competitive advantage through betier understanding the risk envirenment in which the consolidated entity operates; and
+ optimise risk and more effeclively allocate capital and resources by assessing the balance of risk and reward.

A fundamental part of the consolidated entity's overall risk management siralegy is the effective governance and management
of the fisks thal impact the amount, liming and uncertainty of cash flows arising from insurance contracts. These risks include
insurance and reinsurance risks, financial risks and other risks such as regulatory and capital risks.

One of the cornersiones of the consolidated entity's risk management framework is the recruitment and retention of high quality
people who are entrusted with appropriate levels of autonomy within the parameters of disciplined risk management praclices.
The consofidated entity operates a system of delegated authorities based on expertise and proven perfermance, and compliance
is closely manitored.

(A) Insurance and reinsurance risks
The consolidated entity has established protocols to manage its insurance risks across the underwriting, claims and actuarial
disciplines.

{1 Underwriting risks

Selection and pricing of risks

Underwriting authority is delegated to experienced underwriters for the farthcoming year following a detailed retrospective and
prospective analysis of each class of business as part of the consclidaied entity’s annua! business ptanning process. Delegated
authorities reflect the level of risk which the consclidated entity is prepared 10 1ake. The authorities include reference to some
combination of:

* gross wrilten premium;

« premium per contract;

* sum insured per contract;

* aggregale exposures per zone;

+ probable maximum loss and realistic disaster scenarios (“RDSs™):
* levels and quality of reinsurance protection;

= geographic exposures; and/for

» classes of business and types of product that may be written.

Limits in respect of each of the above are set at a portiolio. divisiona! and consolidated entity level and are inclugded within
business plans for individual classes of business. They are adjusted at a local level 1o reflect a risk factor in respect of each
controiled entity depending on previous underwriting results. the econemic environment and other potential drivers of volatility.

Insurance and reinsurance policies are written in accordance with focal management practices and regulations within each
jurisdiction taking into account the consclidated entity’s risk tolerance and underwriting standards. Non-slandard and long term
policies may only be written if expressly included in the delegated autherities. No individuel long Lerm o non-standard policy

is material 1o the consolidated entity.

Pricing of risks is controlled by use of in-house pricing models relevant to the specific portfolio and markets in which the
consolidated entity operates. Experienced underwriters and actuaries maintain historical pricing and claims analysis for each
portiolio and this is combined with a detailed knowledge of the current developments in the respective markets and classes
of business.

Concentration risk

The consolidated entity's exposure to concentrations of insurance risk is mitigated by a portfolio diversified across 44 countries
and hundreds of classes of business Product diversification is achieved through a strategy of developing strong underwriting
skills in a wida variety of classes of business. A combination of core and specialty products under the controi of proven
employees skilleg in underwriting such products allows the consolidated entity to lead underwrite in many of the markets

in which it operates.
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INSURANCE CONTRACTS - RISK MANAGEMENT POLICIES AND PROCEDURES CONTINUED

The consolidated entity has potential exposure 1o catastrophe losses that may impact more than one pperating division. Each
year, the consolidated entity sets its tolerance to concentration risk. RDSs, using industry standard and QBE determined prohable
maximum losses and varicus catastrophe models, are calculated for each portfolio during the business planning process. These
RDSs are aggregated across all portiolios and divisions to determine the consolidaied entity’s maximum eveni retention ("MER")
which is the estimated maximum net loss from major natural catastrophes with an approximate feturn period of 250 years. The
MER must te less than the consolidated entity's concentration risk tolerance. otherwise steps such as the purchase of additional
reinsurance are taken 1o limit the exposure.

In 2008, the net cost 1o the consolidated entity of catastrophic events above $2.5 million was $251 miilion before tax (2005
$£554 million before tax).

Reinsurance risk
The consolidated entity’s strategy in respect of the selection. approval and monitcring of reinsurance arrangements is addressed
by the following protocols:

* weaty or facultative reinsurance is placed in accordance with the requirements of the consolidated entity's reinsurance
management strategy and Group security committee guidelines; and

= reinsurance arrangements are regularly reassessed to determine their effectiveness based on current exposures. historic
losses and potential future losses based on RDSs and the consolidated entity’'s MER.

The consolidated entity’'s exposure o reinsurance counierparties and the credit quality of those counterparties is actively monitored.

(i) Claims management and claims provisicning risks

The conschdated entity's approach to determining the cutstanding claims provision and the related sensiiivities are set
out in note 3. The consolidated entity seeks 10 ensure the adequacy of its outstanding claims provision by reference 10 the
following controls.

Experienced claims managers work with underwriters on coverage issues and aperate within the levels of authority delegated
to them in respect of the seitlement of claims.

Processes exist 1o ensure that all claims advices are capiured and updated on a timely basis and with a realistic assessment

of the ultimate claims cost.

Initial IBNR estimates are set by experienced internal actuaries in conjunction with the tocal product managers and
underwriters for each class of business in each business unit.

The aggregate cutstanding claims provision for each controlled entity is assessed in a series of quarterly internal claims review
meetings, which are altended by senior divisional management and one or both of the chief risk officer and Group chief
actuarial officer in order 1o ensure consistency of provisioning practices across all divisions.

Approximately 0% of the consolidated entity’'s outstanding claims provision is reviewed by external actuaries at least annually.

Despite the rigour involved in the establishment and review of the outstanding claims provision, the provision is subject
to significant uncertainty for the reasons set out in note 3.

{B) Financial risks arising from insurance contracts

The consolidated entity is exposed 1o the risk that interest rale movements may materially impact the value of the outstanding
claims provision. Historiczally, there has been a high correlation between changes in discount rates and the movement in claims
inflation. The financial impact of changing interest rates on outsianding claims is therefore expected to be offset in the longer
term by similar changes in claims inflation.

{C) Other risks arising from insurance contracts
The consolidated enlity is exposed to a number of other risks arising from insurance contracts.

(1) Capital and regulatory rigks

Australian and overseas controlled entities are subject 10 extensive prudential regulation in the jurisdictions in which they
conduct business. Prudential regulaticn is generally designed 1o protect policyholders. Regulation covers a number of areas
including solvency, change in control and capital movement imitations. The regulatory environment in Australia and overseas

continues 1o evolve in respense 10 economic, political and industry developments. The consolidated entity works closely with
regulators and monitors regulatory developments across its globa! operations 10 assess their poiential impact on its ability (o
meel solvency and other requirements.

{ii) Acquisition risks

The consclidated entity's strategy of growth by acquisition exposes it 1o additional risks. Acquisition risks are principally managed

by the consolidated entity's controls over the due diligence and subseguent integration processes. The consolidated entity has
experienced due diligence teams in each of the divisions and has documented minimum reguirements for carrying out due diligence.

QBE INSURANCE GROUP AN UAL REPORAT 2006




B6

5

FINANCIAL RISK MANAGEMENT

The activities of the consolidated entity expose it to financial risks such as market risk {including cuirency risk, cash tlow and

iair value interest rate risk and price risk), credit risk and liquidity risk. The consclidated entity’s risk management framework
recognises the unpredictability of financial markets and seeks to minimise potential adverse effects on the financial performance
of the Group.

The key objectives of the consolidated entity’s asset and liability managernent sirategy are 1o ensure suificient liquidity is
maintained at all imes 1o meet ihe censolidated entity’s obligations. including its setilement of insurance liabilities and, within
these parameters, 1o oplimise investment returns for policyholders and sharehelders.

(A} Market risk

{iy Currency risk

The consolidated entity is exposed to foreign currency risk in respect of its net foreign currency exposures. This risk is managed
as follows.

- Each controlled entity manages the velatility arising from changes in foreign exchange rates by matching liabilities with assets
of the same currency, thus ensuring that any exposures (0 overseas currencies are minimised.

= Forward {oreign exchange contracts are used to protect residual currency positions. These forward foreign exchange contracts
are accounted for in accordance with the derivatives accounting policy set out in note 1(N).

+ The consalidated entity manages the foreign currency exposures ansing from the revaluation of net investrments in foreign
operations 1o Australian dollars using either foreign currency interest bearing liabilities designated as hedging instruments or
forward toreign exchange contracts designated as hedging instruments.

Those arrangements which meel the hedging criteria set out under AASB 139 are accounted for in accordance with the
accounting policy set out in note 1{0). The effectiveness of the currency management processes and the related use of derivatives
is actively monitored by the Group treasurer and Group chief financial officer.

The risk management process covering forward foreign exchange coniracts and hedges involves close senicr management
scrutiny, including regular board and other management reporting. All forward foreign exchange contracis and hedge transacl:ons
are subject to delegated authority levels provided 10 management, and the levels of exposure are reviewed on an ongoing basis.

All instruments that are designated as hedges are tested for effectiveness on both a prospective and retrospective basis.
These tests are performed at least guarterly.

(i} Cash flow and fair value interest rate risk

The consolidated entity is exposed (o interest rate risk arising on interest bearing assets. Assets with floating rate interest expose
the consolidated entity to cash flow imterest rate risk. Fixed interest rate assels expose the consolidated enlity 1o fair value
interest rale risk. The consclidated entity's strategy is to invest in high quality, liquid fixed interest securities and cash and 10
actively manage duration. The investment portiolios are actively managed to achieve a balance between cash flow interest rate
risk and fair value interest rate risk bearing in mind the need tc meet the liguidity requirements of the insurance business.

The consolidated entity is also exposed 10 interest ale risk arising from long term interest bearing liabilities.

Eurobonds issued at variable interest rates expose the consolidated entity to cash flow interest 1ate and foreign currency risk.
The consclidated entily manages this cash flow interest rate risk by using fioating 10 fixed cross currency interest rate swaps.
details of which are set out In note 24.

The consolidated entity is exposed 10 fair value interest rate and currency risk in respect of ABC securities and is expesed to cash
How interest rate risk on the ABC financial asseis pledged. The cansolidated entity manages these risks by using floating 1o fixed
interest rate swaps and fleating 1o fixed cross currency interest rate swaps, details ol which are set out in note 34.

Other long term interest bearing liabilities are mainly fixed interest rate borrowings valued at ameortised cost and therefore do not
expose the entity to cash flow or fair value interest rate risk.

The consolidated entity’s exposure 1o interest rate risk and the effective weighted average interest rate for each significant class
of interest bearing financial assel and tability is provided on the opposite page.
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FINANCIAL RISK MANAGEMENT CONTINUED

FIXED INTEREST RATE MATURING IN

FLOATING
INTEREST 1 YEAR 1702 2703 3704 4TOS OVER 5
2006 RATE  OR LESS YEARS YEARS YEARS YEARS YEARS TOTAL
{i} Net interest hearing financial
assets [excluding ABC financial
assets and ABC securities)
Interest bearing securities SM 2,353 12,957 1,067 428 32 a4 303 17.174
Weighted average interest rate % 4.8 5.1 53 5.1 8.3 8.7 6.6 51
Financial liabilities M - (77) - {433} - - {1.854)  {(2.364)
Weighted average interestiate % — 32 - 56 - = _ 58 58
Net interest bearing financial assets SM 2,353 12,880 1,057 {5) 32 a4 {1,551) 14,810
(i) ABC financial assets and ABC
securities
ABC linancial assets pledged for
funds at Lloyd's M - - 696 299 - - - 995
Weighted average interest ratg!" % - - 33 30 - - - 32
ABC secunties for funds at Lioyd's SMm - - {871} (275} - - - {946)
Weighted average interest rate % - - 48 4.7 - - - 48
Net ABC financial assets and ABC
securities M - - 25 24 - - - 49
(1] Weighted average interest rate is net of swap income.
FIXED INTEREST RATE MATURING IN
FLOATING
INTEREST 1 YEAR 1702 2703 iT04 4T0S OVER 5
2005 RATE  OR LESS YEARS YEARS YEARS YEARS YEARS TOTAL
{i) Net interest bearing financial
assets (excluding ABC financial
assets and ABC securities)
Interest bearing securities &M 3.100 9,376 1,803 526 2i7 360 447 15,829
Weighted average interest rate % 43 47 4.8 5.0 5.4 55 5.8 a7
Financial liabilities M {400} - - - {404) (344) {982) {2.130)
Weighted average interest rate % 58 - = - 5.7 _ 88 34 52
_Net interest bearing financial assets SM 2,700 8.376 1.803 526 1187) 16 {935) 13.699
(ii) ABC financial assets and
ABC securities
ABC financial assets pledged for
funds at Lloyd's SM - - - 750 282 - - 1,032
Weighied average interest rate’? % - - - 34 33 - - 34
ABC securities for funds at Lloyd's SM - - - (720) {295) - - {1,015)
Weighted average inlerest rate % - - — 48 4.7 - - 4.8
Net ABC financial assét_s 8;1d - ) - ) ) o
ABC securities S - - - 30 {13} - - 17

{1} Weighted average interest rate is net of swap income.
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FINANCIAL RISK MANAGEMENT CONTINUED

2006 2005
M M
{iii} Reconciliation of net financial assets to net assets
Net financial assels
Interest bearing 14,810 13.689
ABC financial assets pledged for funds at Lloyd's 995 1,032
ABC securities for funds at Lloyd's (946) {1.01%)
Non-interest bearing and other 1,390 1.401
Net insurance liahilities (12,031} (11.267)
Net non-iinancial assets ) o - ) 213 1.308
Net assets - 6,349 5.158

The potential impact of movements in interest rates on the consclidated entity's income statement and balance sheet in relatign
to the valuation of financial asseis is summasised in note 5(D}.

{iii) Price risk

The consolidated entity is exposed 10 price or market value risk on its investment in eguities and fixed interest securities and
uses forward contracts and options 1o manage this expasure. The risk managemens processes over these forward contracts and
options are the same as those explained in note S{A)i} in respect of forwarg foreign cusrency contracts,

Equities are held mainly againsi shareholders’ funds. Al 31 December 2006, 8.6% (2005 3.6%) of the consolidated entity's
financial assets and cash were held in listed equities. The potential impact of movements in the market value of equities on the
consolidated entity's income statement and balance sheet is shown in note 5(D).

(B} Credit rnisk
Credit risk exposures are calculated regularly and compared with authorised credit limits before further transactions are
underiaken with each counterparty.

92% (2008 77%) of total fixed interest and cash is with counterparties having a Moody's rating of Aa3 or better. The consolidated
entity does Noi expect any investment counte:parties 1o fail to meet their obligations given their strong credit ratings and
therefore does not require collateral or other security 1¢ suppof derivatives. The consolidated entity only uses derivatives in
highly liquid markets.

{C) Liguidity risk

In addition 1o treasury cash held for working capital requirements, a minimum perceniage of the consolidated entity’'s iotal
financial assets is held in liquid. short term money market securities 10 ensure there are sufficient liguid funds available 10 meet
obligations. Details of the consolidated entity’s financial assets are provided in note 11. At 31 December 2008, the mean term of cash
and lixed interest investments was 0.4 years {2005 0.6 years).

The consalidated entity limits the risk of liguidity shortfalls resulting from & mismatch in the timing of claims payments and
receipt of claims recoveries by negotiating cash call clauses in reinsurance contracts and seeking accelerated settlements for
large ctaims.

(DY Impact of changes in key variables

FINANCIAL IMPACT"

MOVEMENT IN VARIABLE PROFIT {LOSS) EQUITY

% M M

Interest rate movement — impact on fair value of fixed interest securities +1 {50} {50}
-1 54 54

Market value of eguities +1 12 12
-1 (12) {12)

(1) Determined a1 the consolidated entity level net of taxation at the prima facie rate of 30%.
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REVENUE
THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M M M
Premium revenue
Direct and tacultative - - 8.601 7.606
Inward reinsurance _ B ) ~ - ) - 1,468 1,665
) i - - 10,069 217
Other r-evenue
Reinsurance and other recoveries - - 977 2.327
Interest and dividend income 2,352 520 773 616
_foreign exchange gains - _ S - B _. 3
] B N 2,352 520 1,768 2946
Net fair value gains on financial assets 2 - 207 217
Net fair value gains on investment properties - - 6 {n
Realised gain {loss) on sale of controlled entities 16 629 n 11
Investment income - ABC financial assets pledged
for funds ai Lloyd's 30 48 122 84
Revenue 2,400 1,197 12,171 12,428
PROFIT BEFORE INCOME TAX
(A) Profit before income tax {consolidated)
2006 2005
NOTE ™M M
Gross written premium 10,372 9,408
_Unearned premium movement ) {303) (237}
__Gross earned premium_ ) ~ i _ ) 10,0(-59 9,17:|
Qutward reinsurance premium {1,842} {1,785}
Delerred reinsyr_ance Djemium movement {69) B -
_Outward reinsurance premium expense _____ (1.911) (17851,
Netegmed pemiym T T 8158 7386
Gross claims incurred {5.528) o (6.755‘
_Reinsurance and other recoveries L . e 977 2,327
Nei claims incurred ' - h _9 (4,55_{} (4,417)
Net commission {1,384) (1,251)
Other acquisition costs {498) {428)
Underwriting and other expenses B {525) (a82)
s - _ ) _ 16,958) _ (6,578}
_iJnderwriting profit o T B - o 1,2&) 808
_Investment income on policyhclders” funds ) ) 588 480
Insurance profit - B 7 7 ) o 1,78-8 1.288
Investment income on sharehclders’ funds 234 238
_ Amortisation of intangibles and impairment of gocdwilifintangibles {10} {3)
Profit before income tax 2,012 1,523
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PROFIT BEFORE INCOME TAX CONTINUED
{B) Net investment and other income

THE CCMPANY CONSOLIDATED

2006 2005 2006 2005
M M M SM
Dividends irom contiolled entities 2,275 245 - -
Dividends from non-related entities - - 47 41
Interest received or receivable from controlled entities 70 65 - -
Interest received or receivable from non-related entities 3 1 719 567
Other investment income s 4 L g 7 8
Interest and drividend income ) 2,352 520 773 616
Investment income - ABC financial assets pledged
{or funds at Lloyd's 30 a3 122 84
Net realised (losses) gains — equities and investment properties - - {13) 94
Net realised gains - fixed interest and other 2 - 60 61
Net unrealised gains - equities and invesiment properties - - 123 35
Net unrealised gains - fixed interest and other - - 43 26
Realised gains on sale of controlled entities 16 629 - 1
Foreign exchange gains _ o ) e - & 3
‘Investment and other income T 2,800 1,197 1,126 930
Expenses — ABC securities for funds 2t Lloyd's (59} {45) {143) (on
Finance costs paid or payable to controlled entities {19} {49) - -
Finance costs paid or payable o non-relaied entiies {55} {44) (128) {96}
Investimant expenses {4) (m (32) (15}
Realised ioss on sale of controlled entity - - {1} -
Foreign exchange losses . {12) s -
" Net investment and other income 2,251 1,053 822 718
Investment income on policyholders' funds 588 480
Investment income on shareholders’ funds o 234 238
-Eet investn;lent and other income ) 822 718
{C} Other expenses
THE COMPANY CONSOLIDATED
2006 2005 2006 2005
3] M b3 ] b
Net commission - - 1,384 1,251
Other acquisition costs - - 498 428
Underwriting and other expenses - - 525 482
Invesiment expenses 4 1 32 15
Amortisation and impairment of goodwillfiniangibles - - 10 3
Foreign exchange losses o I N o= T
Oitiher expense’s-_ N 16 6 2,449 2,179

{D) Specific items

Defined contribution superannuation plan expense
Paymenis on operating leases
Depreciation of assets

THE COMPANY CONSOLIDATED

2006 2005 2006 2005
M M M ™
- 32 24

- - 79 33

- - 42 40
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INCOME TAX

{A) Reconciliation of prima facie tax to income tax expense

THE COMPANY

CONSOLIDATED

2006 2005 2006 2005
NOTE M M M M
Profit before incometex ) o i 2,281 ~ 1,053 2,012 1523
Prima facie tax payable at 30% . 675 316 604 457
Tax effect of permanent differences:
Untaxed dividends (687} (335) {11} {11)
Differences in tax rates 4 15 (55} (1)
Other, including non-allowable
_ expenses and non-taxable income {11) {2) (8) {20)
Prima tacie tax adjusted for permanent differences {19) [(:)] 530 425
Pricr year 1ax losses not previously recognised (3) - 3) -
Additions - (12} - -
(Overprovision) underprovision in prier years e 8 e
?comg tax (_rever_lue] expense -~ ) {28) (7 ~ 519 425
A?\alysed as follows:
Current tax {7) {15) 423 262
Deferred 1ax {15) (3) 104 163
_ (Overprovision) underpravision in prior years A L Lo
(28) (7) 519 425
Deferred tax {revenue| expense comprises:
Deferred tax assets {credited) charged
10 income statement 16 7} (3) 68 (38}
Deferred tax liabilities {credited) charged
o income statement ) ) ] 16 {8) - 36 201
(15} {3) 104 163

(B} Tax consolidation legislation
The accounting policy in relation 1o this legislation is set out in note 1(J}.

On adopticn of the tax consolidation legisiation, the directors of the company and ils Australian enlities entered into a tax sharing
and 1ax funding agreement that requires the Australian entities to fully compensate the company for current 1ax liabilities and

to be fully compensated by the company for any current 1ax or deferred tax assets in respect of tax losses arising from external
transactions occursing after the date of implementation of 1he tax consolidation legislation. The contributions are aliocated by

relerence 1o the notional taxable income of each Australian entity.

Details of franking credits available to shareholders are shown in note 25(E}.

9

CLAIMS INCURRED (CONSOLIDATED)
{A} Claims analysis

Gross claims incurred and related expenses
Direct and faculiative
Inward reinsurance

Reinsurance and other recoveries
Direct and facultative
Inward reinsurance

2006
M

4,773
755
5,528

833

144
o
4,551

2005
M

4,936
1.808
6.744

1,408
919
2,327

4,417
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CLAIMS INCURRED (CONSOLIDATED) CONTINUED

(B) Claims development

Cusrent year claims relate to risks borne in the current reporting year. Prior year claims relate 10 a reassessment of the risks
morne in all previous reponing years.

2006 2005
CURRENT PRIOR CURRENT PRICR
YEAR YEARS TOTAL YEAR YEARS TOTAL
™M M ™ M M M
Gross claims incurred and related expenses
Undiscounted 6,102 (284) 5818 7.633 65b1} 6.882
Discount . _ is43) 253 {29 (€58}  s» 138
_ o o 5559 3 5,528 _ 6.874 - 130 6744
Fteinsn.;rance and oihé; recaveries o o T o 7 _ o o
Undiscounied 760 244 1,004 2,458 (33} 2,425
biscount . _158) L _l2n (233} 138 {98
e [ A - A, 2225 102 2327
Net claims incurred
Undiscounted 5,342 1528) 4,814 5075 {618) 4,457
Discourt __ {a8s) a2 (283 (42680 386 ~ {40)
- o - 4857  (306) 4,551 4849 (232} 4.417
The development of net undiscounted cutstanding claims for the six most recent accident years is shown in notle 22.
CASH AND CASH EQUIVALENTS
THE COMPANY CONSOLIDATED
2006 2005 2006 2005
b1 ] ™M M b))
Cash at bark and in hand 13 12 274 317
Qvernight money - 2 179 162
Cash management trusts - - 242 129
Term deposits - - 324 4186
_Commercial paper - - - - 37
' ] T 13 14 1,019 1,067

Included in cash and cash equivalents are amounts totalling $20 millien {2005 $31 million) not available for use by the
consolidated entity which are held within Lloyd’s syndicates as funds at Lioyd's.
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FINANCIAL ASSETS
(A} Financial assets at fair value through the income statement

THE COMPANY CONSOLIDATED

2006 2005 2006 2005

M M M 4]

Short term money 62 40 10,040 8.292
Government bonds - - 5,011 3.866

Corporate honds - - 911 1.919

Floating rate notes and other - - 1.099 1,634

Fixed interest trusts - - 104 68
Maortgages o - o _ - - B 9 50
T ) 62 2 17474 15,829

Equities

Listed - - 1,729 654
Unlisted - - 28 33
Equity derivatives - - {16) (13)

) . - - ' - . 1748 674

o 62 a0 18,915 16,503

Amounts maturing within 12 months 62 40 13,895 11,133

Amounts maturing in greater than 12 months — - 5,020 i 5,370

) 62 40 18,915 16,503

ABC financial assets pledged for funds at Lloyd's are not included in this analysis. Details of ABCs are included in note 34(C).

(B) Unlisted equities
The fair value movement in unlisted equities was a gain of $3 million (2005 $4.3 million).

(C) Charges over investments and other assets

A controlled entity has given fixed and floating charges over certain of its investments and other assets in order 1o secure the
obligations of the consolidated entity’s corporate members at Lloyd's of London as described in note 31. Details of the fixed
and {loating charges over ABC financial assets pledged for funds a1 Lloyd's are provided in note 34(C).

12

DERIVATIVE FINANCIAL INSTRUMENTS
{A) Derivative financial instruments — fair value

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
SM M M M
Assets maturing within 12 months
Forward foreign exchange contracls 4 1n 88 69
Assets maturing in greater than 12 months
Eurobonds swaps o ] ) - - 14 13
7 - o a N w02 82
Li;bilities n-1at-u_ring within 127 months h T B T
Forward foreign exchange contracts (10) 4 37 (35)

Swaps relating 1o ABC secuwrities are included in note 34(C).

QBE INSURANCE GRQUP ANNUAL REPORT 2006
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DERIVATIVE FINANCIAL INSTRUMENTS CONTINUED

(iy Foreign currency risk

Foreign cuirency risk arises from the translation of net invesimenis in {oreign operations to Australian dollars, being both
the presentation currency for the consclidated entity and the functicnal currency of the parent entity. The consolidaied entity
uses foreign currency interest bearing liabilities and forward foreign exchange contracts to mitigate this risk.

The consolidated entity is also exposed 1o foreign currency risk on its net position in foreign currencies arising from foreign
currency transactions. The consolidated eniity uses derivatives 10 help manage this exposure by entering inio forward foreign
exchange contracts, some of which involve the exchange of two foreign currencies according 1o the needs of controlled
foreign entities.

Contractual amounts for foreign exchange derivatives outslanding at the balance date include forward foreign exchange
contracts 1o purchase $10.187 million {2005 $6.778 millien).

The maturity profile of these derivatives is as follows:

2006 2005

M M

Less than one year 10,175 6.766
_More than one but less than fiveyears U 12 Az
- o o " 10,187 6,778

(i) Market risk

The consolidated entity is exposed to market risk on its investment in equities and fixed interesi securities and uses forward
contracts and options to help manage this exposure. All derivative positions entered ino by ihe consolidated entity are for
economic hedging pulposes but do not, in alt cases, meet the criteria for hedge accounting. Contractual amounts for forward
contracts outsianding at the balance date were $16 million (2005 313 million). There were no amounts outstanding for purchased
or written options (2005 $nil}.

The derivative risk management process is subject to regular internal audit and close senior management scrutiny. including
regular board and other management reporting. All derivalive transactions are subject 1o authority levels provided 10 management
and the levels of exposure are reviewed on an ongoing basis.

(B} Hedging arrangements
The consolidated entity has designated the following derivatives as hedges:

FAIR VALUE
2006 2005
TYPE OF HEDGE DESCRIPTION OF INSTRUMENT NATURE OF RISKS M M
Fair value Interest rate swaps - Changes in fair value of financial
o ) _____ ABCsecurities [due 2008) liability due to interest rate risk ) {23y 28)
Cash flow Cross currency interest rate swaps Variability of functional currency cash
- Eurobonds flows due 1o interest rate and foreign
o o o ___currency nisk . 1413
Cash tlow Cross currency interest rate swaps Variability of functional currency cash
- ABC securities {due 2008) flows due to interest rate and foreign
_ currency risk {35} __(j}_
Net investments in Forward foreign exchange contracts  Currency risk
foreign operations - spot component ES| (21}

At the balance date, $nil {2005 $nil} nan-derivative intarest bearing lisbilities were designated as hedges of net investments in
foreign operations.
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RECEIVABLES

Trade debtors

Fremium receivable™

Reinsurance and other recoveries?
Unclosed premium

Other debtors

Treasury receivables

Investment receivables

Amounts due from controlied entities®
Heceiv_a“i:)—lés-; a;:ﬁiﬁin 12 months

2006
M

1,475
1,488

THE COMPANY CONSOLIDATED
2005 2006 20035
M M M

- 907 917
- 771 547
V't 1412
- 3,095 2876
_ 487 505
27 2 2
10 253 224
1,891 - -
1,928 3,837 3,607

{1} Premium receivable is net of an allowance for default of $53 million {2005 £52 million).

{2} Reinsurance and other recoveries are net of an allowance for defaclt of $104 million (2005 $87 million).

{3} Amounis due from controlled entities are at call.

An allowance tor default of reinsurance and other recoveries on outstanding ¢claims of $139 million {2005 $152 million) is included

in note 22.

14

DEFERRED INSURANCE COSTS (CONSOLIDATED)

2006 2005

M M

Deferred reinsurance premium 498 582
Deferred net commission 688 653

Delered acquisitioncosts S S22
1,409 1,446

DEFERRED

DEFERRED NET AGQUISITION

COMMISSION COSTS

M M

Deferred costs at 1 January 2005 586 206
Acguisitions 25 -
Costs deferred in financial year 570 182
Amortisation of costs deferred in previous financial years {528) {174)
Foreign exchange o o - (3)
Deferred costs at 31 December 2005 ’ 653 211

Acquisitions 1 1
Costs deferred in financial year 620 185
Amortisation of costs deferred in previous financial years (595} (178)
Foreign exchange _ 9 -

Deferred costs at 31 December 2006 B 683 223

QBE INSURANCE GROUP ANMNUAL REPORT 2006
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PROPERTY, PLANT AND EQUIPMENT {CONSOLIDATED)

FREEHOLD LEASEHOLD OFFICE EQUIPMENT/ MOTOR
BUILDINGS IMPROVEMENTS  FIXTURES & FITTINGS VEHICLES TOTAL

2006 M M M M M

Cost or valuation

At 1 January 91 113 210 14 4728

Acquisitions - 1 1 2

Additions - 18 40 2 60

Revaluations 13 - - - 13

Disposals (2) {21) (58) {3) (84)
_Foreign exchange 2 2 - 4
_At 31 December 102 112 195 14 473

Accumulated depreciation

and impairment losses

At 1 January - 39 150 7 196

Disposals {15) {59} {2) (76)

Depreciation charge for the year - 12 28 2 42
_Foreign exchange - - ! - !
AU31 December - 36 126 7 163

Carrying amount

At 31 December 2006 102 76 75 7 260

Principal owner occupied properties are valued annually by the directors effective 31 December based on the independent
valuation of various qualified employees of Knight Frank (Australia) Pty Limited Minor owner occupied properties are included
at the independent valuation of other licensed valuers.

All owner cccupied properties were valued on the basis of capitalisation of net market rentals allowing for costs of reletting,
having regard to comparable cn market sales and discounted future cash flows.

In accordance with the consolidated entity's accounting policy, freehold buildings are measured at fair value. The cost of freehold
buildings at 31 December 2006 was $89 million {20056 $91 million).

FREEHOLD LEASEHOLD OFFICE EQUIPMENT/ MOTOR

BUILDINGS IMPROVEMENTS  FIXTURES & FITTINGS VEHICLES TOTAL
2005 M M M M M
Cost or valuation
At 1 January 86 69 235 14 404
Acquisitions 7 1 7 - 15
Additions - 53 25 3 a1
Revaluations m - - - (1)
Disposals {1 {9) (55} (3) {68}
Foreign exchange - 1) {2 - i3)

A131 December 91 13 210 14 428

Accumulated depreciation
and impairment losses
At 1 January - 40 171 7 218
Disposals - (8} {50 {2) (60)
Depreciation charge for the year - 7 N 2 40
Foreign exchange - - {2) - {2)
At 31 December 39 150 7 196

Carrying amount
At 31 December 2005 91 74 60 7 232
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DEFERRED INCOME TAX

Deferred tax assets
Deferred 1ax liabilities
Net

20086
M

6

6

THE COMPANY

2005

M
{10}
{10}

CONSOLIDATED

2006 2005
M M
72 67

{359) (251}

{287) {184)

(A} Deferred tax assets — maturing in greater than 12 months
(il The balance comprises tempaorary differences attributable 1o:

THE COMPANY

CONSOLIDATED

2006 2005 2006 2005
M M M ™
Amounts recognised in the income statement
impairment provisions - - 14 12
Employee benefits - - 44 39
Defined benefit superannuation plans - - - 29
Insurance provisions - - 69 115
Deferred tax losses recognised 18 11 22 13
Other . o 3 3 7 15
21 14 156 223
Amounts recognised directly in equity
Cash flow hedges - - 3 7
Capitalised expenses 2 1 2 1
Defined benefit superannuation plans - - 18 19
Emplovee share options - - 25 17
S 2 a8 _ 44
23 15 204 267
_Setoff of deferred 1ax liabilities _ (17} {15} {132} {200)
6 - 72 67
{i) Movemenis:
THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M ™ M M
Balance at 1 January 15 12 267 201
Credited (charged) to the income statement 7 3 (68) 38
Credited to equity 1 - 4 23
_Acquisitions _ - - L 5
Balance at 31 December B 23 5 204 267

(B) Tax losses

The consclidated entity has not brought to account $1 million (2005 $1 million} of tax losses. which includes the benefit arising
from 1ax losses in overseas countries. This benefit will only be brought 10 account when the directors believe it is probable that

it will be realised. This benefit of tax losses will only be obtained if:

* the consolidated entity derives future assessable income of a nature and an amount sufficient to enable the benefit from

the deductions for the losses 1o be realised;

= the consclidated entity continues 1o comply with the conditions for deductibility imposed by tax legislation; and
+ no changes in tax legislation adversely atfect the consclidated entity in realising the benefit from the deductions for the losses.

Included in delerred tax asselts is $22 million (2005 $13 million} relating to tax losses which the directors believe will probably

be realised.

QBE INSURANCE GROQUP ANMNUAL REPORT 2008
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DEFERRED INCOME TAX CONTINUED

{C) Deferred tax liabilities - maturing in greater than 12 months
(i) The balance comprises temporary differences attributable to:

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M ™ 14"
Amounts recognised in the income statement
Insurance provisions - {365) (373}
Fareign currency monetary items {17} (24) {23) {26)
Financial assets - fair value movements - - {78) {41)
QOther provisions - - (18} -
Other items L o - fn @ (10
{17) (25) {486) (450)
Amounts recognised directly in equity
_Depreciation o - - {5 {1
L R - B
] 125} {a91) 1451}
Set-off of deferred tax assets _ B 17 15 132 200
- (10} {359) {251)
{ii) Movements:
THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M M M
Balance at 1 January {25} {39) {451) {250}
Credited (charged) 1o the income statement 8 - (38) {201}
Credited (charged) 1o equity - - {4} -
_Additions ) - 14 - -
Balance at 31 December (17} (25} 1491} (451}
INVESTMENT PROPERTIES (CONSOLIDATED)
2006 2005
™ M
At 1 January 33 32
Additions 1 4
Disposals {2) (2}
_ Fair value gains {losses) o 6
At 31 December 38 33

The principal investment properties are valued annually by the directors based on the independent valuation of various qualified
employees of Knight Frank (Austratia) Pty Limited. Minor investment properties are included at the independent valuation of other
licensed valuers.

Al invesiment properiies were valued on ihe basis of capitalisation of net market rentals allowing tor costs of reletting. having
regard to comparable on market sales and discounted fulure cash flows. Investment properties are not expected to be realised
within 12 months.




INVESTMENTS IN CONTROLLED ENTITIES
EQUITY HOLDING

COUNTRY OF 2006 2005

INCORPORATION/ FORMATION % %
{A) Parent entity
QBE Insurance Group Limited Australia
(B} Controlled entities
AlS Green Slip Group Pty Limited Australia 100.00 100.00
Atlasz Real Estate and Management Company Limited Hungary 100.00 100.00
Atlasz Utasbiziositasi Egyes Ugynoki Kft Hungary 100.00 100.00
Austral Mercantile Collections Pty Limited Ausiralia 100.00 -
Australian Aviation Underwriting Pool Pty Limited Ausiralia 100.00 100.00
BIDV - QBE Insurance Company Limited Vietnam - 50.00
British Marine Holdings Limited Bermuda 100.00 100.00
British Marine Holdings SA Luxembourg 160.00 100.0C
British Marine Hoidings Il SA Luxembourg 100.00 100.00
British Marine Luxembourg SA Luxembourg 100.00 100.00
British Marine Managers Limited UK 10000 1G0.00
CHU Underwriting Agencies Pty Limited Australia 100.00 100.00
Concord Accident and Health Underwriting Agencies Pty Limited Australia 100.00 49.90
Concord Accidemt and Health Underwriting Agencies (SA) Pty Limited Australia 100.00 49.90
Concord Sports Insurance Agencies Pty Limited Australia 100.00 4920
Concord Underwriting Agencies {NSW) Pty Limited Australia 100.00 49.90
Concord Underwriting Agencies {SA) Pty Limited Australia 100.00 49.90
Concord Underwriting Agencies Py Limited Australia 100.00 4990
Compania Central de Seguros SA Colombia 97.48 97.00
Compania Internationale de Asigurari QBE ASITO SA Moldova 72.60 7260
Corporate Underwriting Agencies Pty Limited Australia 100.00 100.00
DA Constable Syndicate {Ireland) Limited Ireland 100.00 100.00
DA Constable Syndicate Limited UK 100.00 100.00
DA Constable Syndicate Pty Limited Australia 100.00 100.00
Energy Insurance Services Limited UK 100.00 100.00
Ensign Dedicated 1 Limited UK 100.00 100.00
Ensign Holdings Limited UK 100.00 100.00
Equator Investments Pty Limited Australia 100.00 100.00
Equator Reinsurances Limited Bermuda 100.00 100.0C
FAl Insurances (Fiji) Limited Fiji 100.00 100.00
Greenhill Baia Underwriting GmbH Germany 100.00 100.00
Greenhill International Insurance Holgdings Limited UK 100.00 100.00
Greenhill Sturge Underwriting Limited UK 100.00 100.00
Greenhill Underwriting Espana Limited UK 100.00 100.00
Hyfield Company Limited!! Thailand 48 00 49 00
Icon Schemes Limited UK 100.00 100.00
Insurance Consult SRL Moldova 100.00 100.00
Invivo Medical Pty Limited Australia 50.00 50.00
Iron Trades Management Services Lid UK 100.00 100.00
Limit Corporate Members Limited UK 100.00 100.00
Limit Holdings Limited UK 100.00 100.00
Limit No 1 Limited UK 100.00 100.00
Limit No 2 Limited UK 100.00 100.00
Limit No 3 Limited UK 100.00 100.00
Limit No 4 Limited UK 100.00 100.00
Limit No 5 Limited UK 100.00 100.00
Limit No 6 Limited UK 100.00 100.00
Limit No 7 Limited UK 100.00 100.00

QBE INSURANCE GROUP A'.*UAL REPORT 2225
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INVESTMENTS IN CONTROLLED ENTITIES CONTINUED

Limit No 10 Limited

Limit plc

Limit Properties Limited

Limit Technology and Commercial Underwriting Limited
Limit Underwriting Limited

Mantis Reef Il Limited?

Maniis Reef |l Pledge Limited?

Mantis Reef Limited?

Mantis Reef Pledge Limited?

MBP Holdings Limited

MiniBus Plus Limited

Minster Court Asset Management Limited
Minster Court Asset Management Pty Limited
MMIA Pty Limited

MMNSW Pty Limited

MMWC Py Limited

National Credit Insurance {Brokers} NZ Limited
National Credit Insurance {Brokers) Pty Ltd
National Farmers Union Praperty and Casualty Company
Pitt Nominegs Pty Limited

PT Asuransi QBE Pool Indonesia

QBE (PNG) Limited

QBE {Singapore) Pte Lid

QBE Aseguradora de Riesgos del Trabajo SA
QBE Adlasz Biztosit 2rt

QBE Australia Pty Limited

QBE Brasil Seguros SA

QBE Capital Funding LP?

QBE Corporate Capital Holdings ple

QBE Corporate Holdings Lid

QBE Cerporate Limited

QBE Employee Share Trust?

QBE Equities Pty Limited

QOBE Funding Limited

QBE Funding Il Limited

QBE Funding Ill Limized

QBE Funding Trust®@

QBE Funding Trust |7

QBE Funding Trust 1II?!

QBE Holdings (UK] Limited

QBE Holdings In¢

QOBF Hongkang & Shanghai Insurance Limited
QBE Insurance (Ausuatlia) Limited

QBE Insusance {Europe) Limited

QBE Insurance (Fiji) Limited

QBE Insurance {Hong Kong) Limited (in liquidation)
QBE Insurance {International) Limited

QBE Insurance {Malaysia) Berhad

OBE Insurance (Philippinas) Inc

QBE Insurance (PNG} Limited

COUNTRY OF
INCORPORATION/FORMATION

UK

UK

Uk

UKk

UK
Cayman Is
Cayman Is
Cayman Is
Cayman Is
UK

UK

UK
Austlralia
Australia
Austraha
Auystirafia
NZ
Austrahia
us
Australia
Indonesia
PNG
Singapore
Argenting
Hungary
Australia
Brazil
Jersey

UK

UK

UK
Australia
Austratia
Jersey
Jersey
Jersey

Us

us

us

Uk

us

Hong Keng
Australia
UK

Fiji

Hong Kong
Australia
Malaysia
Philippines
PNG

EQUITY HOLDING

1006
%

100.00
100.00
100.00
100.00
100.00

100.00
160.00
100.00
100.00
100.00
100.00
100.00
100.00
100.G0
100.00
100.00

60.00
100.00
100.00

83.00
100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00
100.00

100.00
100.00

74.47
100.00
100.60
100.00
100.00
100.00

51.00

59.00
100.00

005
%

100.00
100.00
100.00
100.00
100.00

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

60.00
100.00
100.00

83.00
100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00
100.00

160.00
100.00

74.47
100.00
100.00
100.00
100.00
100.00

51.00

53.00
100.00
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INVESTMENTS IN CONTROLLED ENTITIES CONTINUED

QBE Insurance (Thailand) Co Limited™

Thai resident entities

Non-Thai resident entities
QBE Insurance {Vanuatu) Limiied
QBE Insurance (Vietnam) Company Limited
QBE Insurance Company (UK) Limited
QBE Insurance Corporation
QBE International {Investments) Pty Limited
QBE International Heldings (UK) plc
QBE International Heldings Limited
QOBE Investments (Australia) Pty Limited
OBE Investments (North America) Inc
QBE Investmenis (UK} Limited
OBE Investments Pty Limited
QBE Irish Share Incentive Plan?
QBE IT Services Pty Limited
QBE Jersey (GP) Limited
QBE Kindlustuse Eesti AS
QBE Makedonija™
QBE Management Company (Bermuda) Limited
QBE Management (Ireland) Limited
QBE Management (UK) Limited
QBE Management Inc
QBE Management Services Pty Limited
QBE Management Services {Philippines) Pty Limited
QBE Marine Underwriting Agency Pie Limited
QOBE Nominees (PNG) Limited
QBE Nominees Pty Limiied
QBE Nordic Aviation Insurance AJS
QBE Pacific Insurance Limited
QBE Poistovna AS
(QBE Re Services Pty Limited
QBE Reinsurance {Bermuda) Limited
QBE Reinsurance {Europe) Limited
QBE Reinsurance {UK) Limited
QBE Reinsurance Administration Pty Lid
QBE Reinsurance Corporation
QBE Specialty Insurance Company
QBE UK Finance i Limited
QBE UK Finance Il Limited
QBE UK Share Incentive Plan®®
QBE Waorkers Compensation (NSW) Limited
QBE Workers Compensation {SA) Limited
QBE Workers Compensation (VIC) Limited
OBEMM Pty Limited
QBE-UGPB Insurance'®
Queensland Insurance {Investments) Limited

Ridgwell Fox & Partners (Underwriting Management) Limited

Sinkaonamahasarn Company Limited™
SRL Underwriting Limited

COUNTRY OF
INCORPORATION/FORMATION

Thailand

Vanuatu
Vietnam
UK

us
Australia
UK

Hong Kong
Australia
us

NZ
Austrahia
Ireland
Australia
Jersey
Estonia
Macedonia
Bermuda
Ireland
UK

us
Australia
Philippines
Singapore
PNG
Australia
Denmark
PNG
Slovakia
Australia
Bermuda
Ireland
UK
Australia
us

us

UK

UK

UK
Austraba
Australia
Australia
Australia
Ukraine
Fiji

UK
Thaisland
UK

EQUITY HOLDING

2006
%

2367

2487
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00
100.00
100.00

65.25
100.00
100.00
100.00
100.00
100.00
100.00

70.00
100.0C
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00
100.00
100.00
100.00

50.00
100.0C
100.00

48.00
100.00

2005
%

23.67
24.87
100.00

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00

100.00

65.25
100.00
100.00
100.00
100.00
100.00

70.00
100.00
100.00

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

100.00
100.00
100.00
100.00

50.00
100.00
100.00

49.00
100.00
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INVESTMENTS IN CONTROLLED ENTITIES CONTINUED

EQUITY HOLDING

COUNTRY OF 2005 2005

INCDRPORATION/FORMATION % %

Star Trust®? Cayman 's - -
Strakh-Consult Ukraine 100.00 100.00
Sukhothai Re Consultants Limited Thailand 100.00 100.00
The MiniBus & Coach Club Limited UK 100.00 100.00
Torch Dedicated Corporate Member Limited UK 100.00 100.00
Travelon Pty Limited Australia 100.00 100.00
United Security Insurance Company us 100.00 100.00
Visionex 2000 Limited UK 100.00 100.00

{1} The following special conditions exist with respect 10 the consolidated entity's equity holdings.
~  For accounting purposes. the consolidated entity has management control of QBE Insurance {Thailand) Co Lid and QBE-UGPE Insurance.

«  The issued share capital of Hyfield Company Limited and Sinkaonamahasain Company Limiled owned by ihe consclidaled entily 1s held by
various controlled entities. Other controlled entities have the right 1o acquire the remaining share capital.

{2} Mantis Reet Limited, Mantis Reet Il Limited, Mantis Reef Pledge Limited, Mantis Reef |l Pledge Limited. CBE Employee Share Trust, QBE Irish
Share Incentive Plan. QBF UK Share Incentive Plan, Star Trust. the QBE Funding Trusts and QBE Capital Funding LP have been included in the
consolidated linancial statements as these enlities are special purpose entities that exist for the benefit of the QBE Group.

{3) The shareholding in QBE Makedonija equates 1o 73.50% (2005 73.50%) of the voting righis.

{C) Change of name

CONTROLLED ENTITY FORMER NAME

CBE Management {Ireland) Limited Universal Management Limiled

QBE Investments (Australia} Pty Limited Queensland Insurance (Australia} Pty Limited
QBE Investments {UK) Limited QOBE WorkAble Limited

Minster Court Asset Management Pty Limited QBE Finance Piy Limited

(D} Minority interest in controlled entities {consolidated)

2006 2005

M M

Ordinary share capita! 54 57
Reserves N (6)
Relaineﬁgrgfit_s o B B o o 19 15
_ - 66 66

(E} Equity
All equity in controlled entities is held in the form of shares or through contractual arrangements.

(F} Acquisitions
The following entities were acquired during the financial year:

» On 1 January 2006, a wholly owned entity acquired QBE Insurance (Vietnam) Company Limited {formeriy Allianz General
Insurance (Vietnam} Co Lid), a general insurance company n Vieinam.

+ On 3 January 2006, 3 wholly cwned entity acquired Austral Mercantile Collections Pty Limited, a debt collection agency.

« On 8 April 20086, a wholly owned entity acquired QBE Nordic Aviation Insurance A/S (formerly Nordic Aviation Insurance AJS),
an aviation insurance company in Denmark.

- On 1 July 2006, a wholly owned entity acquired the remaining equity of the Concord Group of companies.

« On 29 September 20086, a wholly owned entity acquired the agricultural business division of OneBeacon Insurance Company,
an insurance operation in America.
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INVESTMENTS IN CONTROLLED ENTITIES CONTINUED

(G) Disposals
On 1 January 2006, a wholly owned entity sold its 50% shareholding in BIDV — QBE insurance Company Limited in Vietnam
to the consolidated entity’s joint venture partner in Vietnam.

{H) Fair value of net assets of controlled entities acquired in the current financial year

2006 2005
™ ™M
Cash and financial assets 21 710
Receivables 3 143
Deferred insurance costs 2 36
Property. plant and equipment 2 15
Trade and other payables {31 (181}
Net outslanding claims (4) (255)
Uneamned premium (4} (166)
Provision for income tax - (3
Net deferred income 1ax 1 5
Other provisions ) _ _ - 115}
T o 18 259
Intangible assels . ) ) o o 53 307
Cost of acqmsﬁ-ions _ ) o n 566
The net cash flow elating 1o acquisitions was as follows:
Cash considaration n 536
_Cash and current financial essets acquired ) ) {7 (136}
Net cash paid 64 400

The net contribution to the consolidated net profit after income 1ax for current year acquisitions is $1 million (2005 $11 million}.

19

INTANGIBLE ASSETS (CONSOLIDATED)

GOODWILL IDENTIFIABLE INTANGIBLES TOTAL
PURCHASED
CAPACITY COSTS OTHER

2006 M ™ M M
Cost
At 1 January 1,201 132 52 1,385
Acquisitions 78 - 23 101
Additions - 1 - ]
Impairment of goodwill 1 - - (1)
Foreign exchange S B 8 ~ (2) N ]
At 31 December - 1273 T aa 72 1.487
Amartisation
At 1 January - - {3) {3)
Amoriisation for the year - - {9} 19}
AU3) December . - ’ - 02
Carrying amount 7
A1 31 December 2006 1,273 141 61 1475
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INTANGIBLE ASSETS (CONSOLIDATED) CONTINUED

GOODWILL IDENTIFIABLE INTANGIBLES TOTAL
PURCHASED
GAPACITY COSTS OTHER

2005 M M M M

Cost

At 1 January 894 135 11 1.040

Acquisitions 265 - a2 307

Additions 43 3 - a6
_Foreign exchange B e (8)

A131 December 201 ‘& 5 138

Amortisation

At 1 January - {1} (1)
 Amortisation for theyear - =2 2

A131 December - - B3

Carrying amount

At 31 December 2005 1,201 132 49 1.382

(A} ldentifiable intangibles

Purchased capacity cesls. the most significant component of identifiable intangibles, relate 10 the acquisition of syndicate
capacity at Lioyd's of London. Syndicate capacily is considered to have an indefinite useful life due 1o the planned long term
commitment 1o, and increasing size of, the consolidated entity's operations in the Lloyd's market. The relevant cash generating
unit {("CGU") is Lloyd's operating division. Purchased capacity costs have an indefinite useful iife and theretore no amortisalion
is charged. The value in use over such a period is sufficient 1o validate the carrying value of the purchased capacity costs.

Other identifiable intangible asseis include:

« rights tc manage the Ensign business in the UK, which are being amortised over 11 years from the date of acquisition in 2004;

- renewal rights in respect of the acquisition of Icon Schemes Limited in 2004. which are being amortised over three years.

« insurance licenses on the acquisition of National Farmers Unien Property and Casualty Company in 2005, which are deemed
1o have an indefinite useful life and are therefore not amortised:

s renewal rights on the acquisition of the National Farmers Unian Property and Casualty Company in 2005, which are being
amortised over 20 years; and

- senewsal rights on the acquisition of a porifolio of US agriculiural business in September 2006, which are being amortised
over 15 years,

None of these is individually significant.

(B) Goodwill
The most significam CGUs are:

= Australian operations, which includes the acquisition of the remaining 50% of the QBE Mercanule Mutual joint venture in 2004;

» QBE Insurance {Europe), which includes the acquisitions of QBE Insurance Company (UK) Limited {formerly lron Trades) in
1999 and MiniBus Plus in 2005; and

= Limit, which comprises mainly the acquisition of the censolidated entity’s operations at Lloyd's of London in 2000.

{C) Allocation of CGUs

2006 2005

™ M

Australian operations 686 626
QBE Insurance (Europe) 182 179
Limit 374 366
Qther CGUs 233 211
1,475 1,382

(D) Key assumptions

The consclidated entity’s accouniing policy in respect of impairment testing of goodwill and intangibles is included in note 1(S).
The recoverable amount of goodwill and intangibles is determined by reference to a value in use calculation using cash flow
projections for the next five years based on information extracted {rom the latest three year business plan, presented o and
approved by the board. No growth is assumed in years four and five.

Discount rates are pre-tax and reflect a beta and equity risk premium appropriate to the consolidated entity.

The terminal value is calculated using a perpetuity growth formuia based on the cash flow forecast for year five, and an
appropriate discount rate and terminal growth rate.
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TRADE AND OTHER PAYABLES

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M sM M
Trade payables - - 881 838
Amcunts due 1o controlled entities 2,747 1,431 - -
Other payables and accrued expenses 14 12 515 413
Treasury payables 15 8 44 i3
Investment payables e 7 B o 26 18
_‘T_r_ade and otht_ar_p-)-ay-'ables—— payable within 12 months 2,783 1,457 1,466 1,282
UNEARNED FPREMIUM (CONSOLIDATED}
{A) Unearned premium
2006 2005
™ M
At 1 January 4,287 3.948
Acquisitions/disposals 1 166
Deferral of premium on contracts wrilten in the period 4,601 3.849
Earning of premium written in previcus periods {4,305) {3.667)
Foreign exchange 58 9)
At 31 December N - ) ) 4,642 4,287
{B) Net premium liabilities
2006 2005
NOTE M M
Unearned premium 4,642 4,287
Deferred insurance cosis B _ 14 {1.409) {1,446)
‘Net premium liabilities 3,233 2841

(C) Expected present value of future cash flows for future claims including risk margin

2006 2005

SM M

Urndiscounted central estimate 2,759 2,348
Risk margin _ 138 13
o ' ) 2,897 2,451
_Discount 1o present value o o B 7 (395) (280)
E;;;ected presem—:raue of future cash flows for future claims including risk margin 2,502 2181

(D) Liability adequacy test

The probebility of adequacy applied in the liability adequacy 1est differs from the probability of adequacy adopled in determining
the outstanding claims provision. The reason for the difference is 1hat the former is @ benchmark used only to 1est the sufficiency
of net premium liabilities whereas the latter is 2 measure of the adeguacy of the outstanding claims provision actually carried by

the consolidated entity.

AASB 1023 requires the inclusion of a risk margin in insurance liabilities, but does not prescribe a minimum level of margin,
Whilst there is established practice in the calculation of the probability of adequacy of the claims provision, no such guidance
exists in respect of the leve! of risk margin 1c be used in determining the adequacy of net premium liabilities. The consolidated
entity has adopted a risk margin for the purposes of the liability adequacy test to produce a 756% probability of adequacy

in respect of total insurance liabilities. The 75% basis is a recognised industry benchmark in Australia, being the minimum

probability of adequacy required for Australian licensed insurers by APRA.
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UNEARNED PREMIUM {(CONSOLIDATED) CONTINUED

The application of the liability adeguacy test in respect of the net premium liabilities identified a surplus at 31 December 2006
and 2005.

{E} Risk margin
The process used to determine the risk margin is explained in note 3{Aliil.

Tre risk margin in expecied fuivre cash flows for future claims as a percentage of the central estimate is 5.8% (2005 5.5%).
This is the risk margin requised 1o give a probability of adequacy of 75% for 1012l insurance liabilities.

22

OUTSTANDING CLAIMS (CONSOQLIDATED}
(A) Net autstanding claims

006 2005
M M
Gross outsianding claims 17.140 16,694
_Claims settlement costs_ _ S 395 365
17,535 17.059
Discount to present value o o - . l228) (1 976)
;Giro_ss outslanding cl_ajms provision_-- '_ T _ T T 15269 1 5.083
Less than 12 months B T 5,098 4,904
Gresterthen 12 mombs WA 10,179
Gross outslanding claims provision . 15268 15,083
Reinsurance and other recoveries on ou[staﬁdmg clawrﬁ;‘_‘r T R 4,207 4,769
_Discount to presem value e . _ (5831 {5%6)
_Reinsurance and other recoveries on outsianding claims 3,624 o 4an3
Lass than 12 months N 1,238 1,357
‘Greater than 12 months 2,386 _ 2856
_Reinsurance én_d_oThier reéovenes on oulsmndmg claims - j L 3.624 ) 43
Net ouistanding claims ) 11,645 10,870
Central estimate 10,256 9,627
_Risk margin e e 1,388 1,243
Net outstanding clalms ' S 7 B 11,645 10,870

{1} Reinsurance and other recoveries on outstanding claims are shown net of an allowance tor default of $138 million {2005 $152 million).

{B) Risk margin
The process used to determine the risk margin is explained in note 3(ANii). The protability of adequacy at 31 December 2006
is 94.6% (2005 94.1%) which is slightly in excess of the high end of our iniernal target range of 85% 10 94%.

The risk margin included in net outstanding claims is 13.5% of the central estimate {2005 12.9%).

{C} Reconciliation of movement in discounted outstanding claims provision

2006 2005
GROSS REINSURANCE NET GROSS REINSURANCE NET
M M H.J M M M
At 1 January 15,083 (4,213 10,870 12,605 13143 __8.482
Increase in net claims incurred in
current accident year 5,559 {702) 4,857 6,874 {2,225} 4,649
Movement in pricr year claims
provision {31} {275) {306) {130) (102)  (232)
" incurred c\anmﬁc_ogmseﬁimiﬁii T B ) - o
income slatement 5,528 {977} 4,551 6.744 12.327) 4,417
Acquisitions/disposals 685 {202} 483 387 {76) 311
Nel claim payments {6.025) 1,805 {4,220) (4,620) 1.309 (3.311)
jp_feign exchange o (2) 37} o [39) {33) 24 9y
At 31 December . 15,269 {3,624} 11,645 15,083 (4.213} 10 870
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OUTSTANDING CLAIMS (CONSOLIDATED} CONTINUED

(D) Claims development
(i) Net undiscounted outstanding claims for the six mast recent accident years

20Mm 2002 2003 2004 2005 2006 TOTAL
1Y) M M M M M M
Estimate of net uliimate £laims cost:

Al end of accident year 3.693 3.337 3.546 4815 5,401 5,032

One vyear later 3,673 3.217 3.279 4344 5211 -

Two years later 3,786 3,141 3,028 4,081 - -

Three years later 3,935 3,104 2,901 - - -

Four years later 3,965 3,051 - - - -

Five years later L 3896 - - - - - )
Eurrent estimate of net cumulative claims cost 3.896 3.051 2,9Mm 4,081 5.211 5.032
Cumulative net payments . . {3.180) {2.118) {1.825) (2.13%) (2.149) {1,131}

Net undiscounted outstanding claims for the i -
six most recent accident years 716 933 1.076 1.946 3.062 3,901 11.634

The estimates of net ultimate clzims cost and cumulative claims payments for the six most recent accident years have been
translated 10 Australian dollars using the closing rate of exchange at 31 December 2006.

{iil Reconciliation of net undiscounted outstanding claims for the six most recent accident years to net outstanding claims

TOTAL

M

Net undiscounted outstanding claims for the six most recent accident years 11,634
QOutstanding claims - accident years 2000 and prior 1.429
Foreign exchange (289)
Discount on outstanding claims {1.683}
Claims settlernents costs 395
Other o B 159
Net cutstanding claims ) 11,645

(i} Commentary

The claims developrment table is presented net of reinsurance. With operations in 44 countries, hundreds of products, various
reinsurance arrangements and with the consolidated entity’s risk tolerance managed on a consolidated net basis. it is not
considered meaningful or practicable 1o provide this information other than on a consolidaled net accident year basis.

Qutstanding claims in respect of acquisitions are included in the estimate of net ultimate claims cost in the accident year in
which the acquisition was made. The exception is increased participation in Lloyd’s syndicates, where the increased share of
the outstanding claims provision is allocated 1o the original accident year,
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PROVISIONS
THE COMPANY CONSOLIDATED

2006 2005 2006 2005
M M M M
Long service leave - - 20 18
Amounts payable under acquisition agreements 22 13 35 31
_Q_I_he_r provisions ~ _ - L - _ 1 15
22 13 66 64
Payable within 12 months - - 1 2
_Pavable in 12 months or more L _ . - 13 65 ___ 62
B o 22 13 66 64

24

INTEREST BEARING LIABILITIES
{A) Analysis of interest bearing liabilities

THE COMPANY

CONSOLIDATED

2006 2005 2006 2005
M M M M
Repayable as follows:
Bank loans
27 February 2006 _ A%400 million: o - 400 - 400
Senior debt o T T i
28 September 2009 0175 millien L 433 409 433 408
Eurobondvs o a o B
2 August 2020 AS150 millionf£58 million - - 149 149
2 August 2020 A$20 million/E8 million - - 20 20
_2August2020 €115 million/E70 mitlion - - _1s0 185
- - T - - 359 354
Hybrld securitie;'“_ . ) i o o T o T ) B
15 April 2022 US$101 million
{2005 USS201 million) - - 77 165
21 September 2024 USE568 miilion
______ 12005 USS558 million) _ = - s _ 466
- ] o o - - - 524 63
Subordinated debt B -
1 July 2023 _US$250 million 312 338 32 336
Capital securiti;sﬁ o T ' o o T
Mo fixed date ____ o gomion = .. - _ 1% -
Total interest bearing liabilities” } o 745 1,145 2364 2.130
Payable within 12 manths - 400 77 400
_Payable in 12 months or more o o 745 745 2,287 1.730
Total interest bearing liabilities™” 745 1,145 2,364 2,130

{1) Hybrid securities are shown net of the equity conversion option. The US dollar principal amounts shown are the autstanding amounts payable at

the end of the 20 year term.

{2} ABC securities tor funds at Lloyd's are not included in this analysis. Details of ABCs are included in note 34(C).
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INTEREST BEARING LIABILITIES CONTINUED

{B) Finance costs
$8 million of finance costs have been capitalised in the year {2005 $nil).

(C) Security and facility arrangements
In the normal course of business, bank loans are made to controlled entities and secused by guarantees or letters of comiorn
given by the company.

The Eurobonds were issued by a contolled entity and secured by guarantees given by the company and ancther controlled
entity. The USS250 million subordinated debt was issued by the company. The claims of bondholders pursuant 1o both of these
interest bearing liabilities will be subordinated in right of payment 10 the claims of all senior ¢creditors, including policyholders,
of the relevant controlled entity.

The hybrid securities are guaranteed by the company and a conirolled entity. The claims of investors under these guarantees
in general will rank equally with all existing and fuiure unsecured and unsubordinated indebtedness of the company and the
controlled entity.

The performance of the obligations of the controlled entity under the capital securities is guaranteed by the company

The guarantee is an unsecured and subordinated obligation of the company. The guaraniee ranks senior to the claims of the
holders of ordinary shares of the company, egually with equally ranked securities and instruments of the company and junior
to the claims of creditors of the company.

(D} Eurobonds

A conurolled entity is exposed to interest rate and currency risk in respect of its three Eurobond financing arrangements.
Accordingly. the consolidated entity has entered into swap agreements which result in the consolidaled entity's financial
liabilities being fixed at sterling amounts until 2010, at which point the consolidated eniity will be liabte for the original Australian
dollar and Euro amounts in the underlying financing arrangemenis. The facility can be extended for a further 10 years to 2020
Under the swep agreements, the variable interest rates of between 1.8% and 2.0% above the wholesale interbank rate are
swapped to fixed rates of between 8.4% and B.6% payable quarterly until 2010. The timing of the payments under the swap
agreements maiches the dates on which interest is payable on the underlying debt. The contracts are settled on a net basis.

The underlying financial liabilities are measured at amortised cost in original currency and translated 10 Australian dollars at
the closing rate of exchange. The swaps are measured at fair value. The swaps are designated as cash flow hedges and have
satisfied the relevant hedge effectiveness tesis throughout the year and at the balance date. The gain or loss on the cash
flow hedges is recognised directly in equity. Any ineffectiveness in the cash flow hedges is recognised directly in the income
statement, Each financial year end. until the close out of the swap agreements in 2010, an amount is transferred from equity
to the income statement to offset:

= ihe differential between 1he fixed and variable interest payments; and
= the mevement in the spoi rate on the financial liabilities.

During the year. & gain ol $nil (2005 gain before 1ax of $2 million) was recognised in equity relating 1o the movements in the fair
value of the swaps. During the year, a loss before tax of $14 million {2005 gain before 1ax of $2 million) was transferred from
equity and included in the income statement.

{E) Hybnd securities
(i) Hybrid securities due 2024
In 2004, a controlled entity issued US$375 million of 20 year hyhrid securities, Investors have the option to convert the security if:

= the company calls for their redemplion;

* the market value ol the security is less than the market value of the underlying shares in the company for five consecutive
trading days; or

» certain corporale transactions occur {e.g. change in control).

In the event of conversion, approximately 29 million shares will be issued.

(i) Hybrid securities due 2022
in 2002, twa controlled entities issued US$471 million of 20 year hybrid securities. Investors have the option 1o convert the security if:

* the company calls for their redemption:

*+ the market value of the security is less than the market value of the underlying shares in the company for two consecutive
trading days: or

= certain corporaie transactions occur (e.g. change in control}.

fn 2006, 14 million shares {2005 28 million) were issued as & result of the conversion of 12% (2005 24%) of the hybrid securities
due 2022. In the event of conversion of the remaining securities, approximately 13 million shares will be issued.
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INTEREST BEARING LIABILITIES CONTINUED
(F) Capital securities

In 2006, a controlled entity issued £300 million of capital securities. The securities have no fixed redemption date and may not

be called for redemption or conversion by the investors.

The securities are subordinated. Distributions are deferrable and not cumulative. However, if a distribution or principal amount is
not paid by the controlled entily. and the company does nat pay the amount under the guarentee, then the capital securities are
1o be redeemed lor QBE preference shares. For so long as the distributions or principal amounts are outstanding, no payments

{including distributions of principal amounts} are 10 be made on the company’s shares or other instruments ranking junior 1o the
securities. However, payment of distributions or principal ameunts on equal ranking securities may be paid proportionally.

{G} Fair value of interest bearing liabilities

THE COMPANY

2006 2005

M M

Bank loans - 400
Senicr deb! 433 423
Eurobonds - -
Hybrid securities - -
Subordinated debt 291 350
Capiial securities L o o o - -
724 1.173

CONSOLIDATED

2006 2005
M M

- 400

433 423
363 358
1,212 1,108
291 350
o7
3,054 2636

There has been no active trading of interest bearing liabilities during 2006. The {fair value has been eslimated using valuation

techniques based on market available data for similar debt instruments.

Hybrid securities have been valued with reference to the underlying market value of shares in the consclidated entity. The ability

1o convert the hybrid securities is restricted by the terms and conditions included in note 24(E).
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CONTRIBUTED EQUITY
(A) Share capital {company and consolidated)

2006 2005

M M

Issued ordinary shares, fully paid 3,461 3,195

NUMBER OF
SHARES

ooo M

Issued and tully paid at 1 January 2005 734,609 2.780
Shares issued under the Employee Share and Option Plan 3.70 30
Employee options exercised 319 4
Vendor options exercised 1,591 28
Shares issued under Dividend Reinvestment Plan 13.0m1 203
Shares issued under Dividend Election Plan 3,437 -
Shares issued 10 holders of hybrid securities 28.113 153
Shares issued under the Deferred Compensation Plan on vesting ol conditional rights a7z -
Share issue expenses - (3)
Bonus shares o o o L L o i -
Issued and fully paid at 31 December 2005 785,294 3.195
Shares issued under the Employee Share and Option Plan 1,996 15
Employee options exercised 3.860 36
Vendor options exercised 944 22
Shares issuved under Dividend Reinvestment Plan 5,740 17
Shares issued under Dividend Election Plan 473 -
Shaies issued 10 helders of hybrid securities 13,865 81
Shares issued under the Deferred Compensation Plan on vesting of conditional rights 283 -
Share issue expenses - {5)
Bonus shares ) o 3 -
Issued and fully paid at 31 December 2006 812,458 3.461
Shares notified to the Australian Stock Exchange 818,679 3514
Less: Plan shares subject 10 non-recourse loans, derecognised under Australian GAAP ) (6,221} (53}
Issued and fully paid at 31 December 2006 812,458 3.461

Ordinary shargs in the company have no par value and entitle the holder 10 participate in dividends and the proceeds on winding
up of the company in preportion to the number of shares held. Ordinary shareholders rank after all creditors and are entitled to
any residual proceeds.

{B) Treasury shares held in trust

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M M M
At 1 January - - - -
Acquisition of shares - - 38 -
_§hares vested and/or relegsed 1o participants B ) - - (22} -
At 31 December - - 16 -

Shares in the company may be bought on market to satisty fuiure obligations of the company under the various employee share
based remuneration plans. Any such shares are heid in trust. On consolidation, lthese shares are recognised as Ureasury shares
held in trust. The balance of the treasury shares held in trust at the balance date represents the cumulative cost of acquiring
shares in the company that have not yet been distribuied t¢ employees as share based remuneration.

(C) Equity component of hybrid securities

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M ™ ™
At 1 January 108 108 108 108
_ Movement during the period o ) ] - ] - - -
At 31 December 108 108 108 108
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CONTRIBUTED EQUITY CONTINUED

(D) Dividend Reinvestment and Dividend Election Ptans
The company operates a Dividend Reinvesiment Plan ("DRP") and a Dividend Election Plan ("CEP™). The DRP and DEP have been
reinstated for the firal dividend having been suspended for the interim dividend in September 2006.

The 'ast date of 1eceipt of election notices appiicable 1o the final dividend was 22 February 2007.

(E} Dividends {company and consolidated)

2006 2005
M M
Previous year fina! dividend paid on ordinary shares
Franked at 50% - 19.0 cents (2005 15.0 cents, franked at 50%) 151 114
Untranked - 18.0 cents (2005 i5.0 cents) } o 11 114
) 302 228
Interim dividend paid cn ordinary shares
Franked at 60% - 24.0 cents (2005 16.5 cents, franked at 50%) 193 127
Unfranked - 16.0 cems (2005 165 cemts) i o129 127
322 254
Dividend reinvested under the Dividend Election Plen -~~~ R 4. {55}
Total dividend paid T o T o T 614 427

The interim dividend of $322 million was paid on 14 September 2006. On 23 February 2007, the direciors declared a 60%
franked final dividend of 55.0 cents per share {2005 38.0 cents per share. 50% tranked). The tinal dividend payout is $452 million
(2005 $302 million).

The franking account balance on a tax paid basis as at the balance date was a surplus of $206 million {2008 $213 million).
After 1aking into account the final dividend, the franking account balence will be a surplus of 80 million.

Following the introduction of the conduct foreign income {"CFI”) rules effective for the consclidated entity from 1 January 20086,
shareholders not resident in Australia will receive CFl unfranked dividends for the unfranked pertion of the final 2006 dividend
exempt from Australian tax and not subject to Australian withholding tax.

{F) Onptions issired to third parties
The consolidated entity has issued oplions to third parties in respect of acquisitions. These options are subject 1o performance
hurdles. Details of the movements in respect of such options during the year are as follows:

CANCELLED/

2006 EXERCISE BALANCE AT EXERCISED IN FORFEITED IN BALANCE AT

GRANT DATE PRICE 1 JAN 2006 THE YEAR THE YEAR 31 DEC 2006  EXPIRY DATE

1 December 2004 3$0.00 3,000,000 1.500.000 - 1,500,000 30 November 2007

22 December 2004  $0.00 2,750,000 = 2.750.000 _ _ = 31 Juty 2008
5,750,000 1,500,000 2,750,000 1,500,000

Details of the movements in respect of such options during the prior year were as foliows:

CANCELLED/
2005 EXERCISE BALANCE AT EXERCISED IN FORFEITED IN BALANCE AT
GRANT DATE PRICE 1 JAN 2005 THE YEAR THE YEAR 31 DEC 2005  EXPIRY DATE
1 December 2004 £0.00 5.000.000 2,000,000 - 3.000.000 30 November 2007
_ 22 December 2004 $0.00 2,750,000 - = 2.750.000 31 July 2006
7,750,000 2,000,000 - 5,750,000

The market value of the options issued 1o third parties outstanding at the balance date is $22 million {2005 $68 millian),
calculated by reference to the quoted market value of the underlying shares at that date. During the financial year, 1,500,000
{2005 2.000.,000) oplicns were exercised, resulting in the issue of $43,500 (2005 1.591.000) shares.
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OTHER RESERVES

(A) Reserves

Owner occupied property revaluation reserve'"

At 1 January

Valuation increase
Deferred tax
_ At 31 December

Cash flow hedges reserve'?

AL 1 January

Fair value {loss) gain

Transter of loss {gain) to income statement

Deferred tax

THE COMPANY

2006
M

At 31 December

;oreign currency translation reserve’™

At 1 January

Gains {losses) on translation

{Losses) gaing on forward foreign exchange contracts
LOther decrease
- A131 December

Options reserve™®
At 1 January
Options expense
Transiers from reserve on vesting of conditional rights
Deferred tax
_At31 December
General reserve™™ o
AU January
_Movement in the year
AL 31 December

Realised capital profits reserve'®
AL 1 January
_Movement in the year
_AL31 December
Total reserves at 31 December

CONSOLIDATED

2005 2006 2005
$M M M

- 8 5

- i3 2
B ) H

- v ... 8

- (22) (7

() {34) 1

(4) 55 {6)

- & -
)N E) SO )

- {72) (48)

- 37 148)

- {22 26
S 2 2
ST ey 72
15 55 19

23 26 23

_ {22) _

. 24 13
38 83 &5
- 5 5
- s T s
- 6 6
I s
33 47 {20}

{1) Used to recognise fair value movements in the carrying value of owner occupied property. Refer note 1{Q).

{2} Used to record gains or losses on a hedging instrument in a cash flow hedge that are recognised directly in equity. Refer note 1{ONii).

{3} Exchange gains and losses arising on transiation of a foreign controlled entity and related hedging instruments are taken to the foreign currency
translation reserve. Refer note 1{U). In the event of the disposal of a relevant net invesiment, the movement in the reserve is recognised in the

income staternent.

{4} Used 1o recognise the fair value of instruments issued as share based payments

{5} Established prior to 1983 for general purposes.

{6} Realised capital profits arising prior to the introduction of capital gains 1ax in Australia

(B} Retained profits

THE COMPANY CONSOLIDATED
2006 2005 2006 2005

NOTE M $M M M
Retained profits at 1 January 2,362 1.729 1,810 1,173
Net profit after income tax attributable
to mernbers of the company 2,279 1,060 1,483 1,091
Actuarial gains {losses) on defined henefit
superannuation plans, net of tax 29(C} - - 4 27)
Total available for appropriation 4,641 2,789 3,297 2237
Dividends paid {614) (427) ___is14) {427)
Retained profits at 31 December 4,027 2362 2683 1810
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SHARE BASED PAYMENTS

(A) Employee Share and Option Plan

The company. at its 1981 AGM, approved the issue of shares from time 10 time under an Employee Share and Option Plan
{"the Plan™), up 10 5% of the issued ordinary shares in the capital of the company. Any full-time ar part-time employee of the
consolidated entity or equally owned joint ventures who is offered shares or aptiens pursuant to the offer document of the Plan
is eligible 1o participate in the Plan.

Under the Plan, ordinary shares of the company are offered at the weighted average market price during the live trading days
up 1o the date of the offer. Likewise. the exercise price for options offered under the Plan is the weighted average market price
during the five trading days up to the date of the offer.

In accordance with the terms of the Plan, interest free loans are granted 1o employees to subscribe for shares issued under the
Plan. Prior to 20 June 2005, the terms of the loans were either personal recourse or non-recourse. With eflect from 20 June 2005,
only personal recourse loans are granted to employees to subscribe for shares under the Plan. The loans are repayable in certain
circumstances as set out in the Plan, such as termination of employment or breach of condition.

Currently there are two schemes cperating within the Flan:

{iy Deferred Compensation Plan

Senior management are invited to participate in the Deferred Compensation Plan (“DCP”). Under the DCP the directors can 1ssue
conditional rights to shares and grant cptions to senior management who have already achieved predetermined performance
criteria. The terms of the DCP may vary to take into account the requirements and market conditions of the locations of senior
management, but the general terms of the DCP conditional rights and options are set out below.

= The conditional rights entitle relevant employees to receive shares on the third anniversary of the grant of the rights. Further
shares are issued in relaticn tc the conditional rights to reflect dividends paid on erdinary shares of the company in the period
commencing from the date of the grant of the conditional rights. The shares issued pursuant to the conditional rights are
issued without payment being made by senior management {i.e. at a nil exercise price).

« The options are subject to the terms and conditions of the Plan. Opticns issued in 2004 and prior can be exercised after three
years, whilst any options issued in 2005 and thereafter will generslly be exercisable after five years. They must be exercised
within a 12 month period after vesting. Interest free persanal recourse toans are granted on the terms permitted by the Plan
as described above to persons who hold options 1o fund the exercise of options.

The shares issued pursuant 1o the conditional rights and options will only be issued if the individual has remained in the
company's service throughoul the vesting period {unless they leave due 1o redundancy, retirement through il health or age,
or death) and is not subject 1o disciplinary proceedings or notice on that date.

Shareholder approval of the DCP was given at the 2008 AGM far the purpose of ASX Listing Rule 7.2 sections 2008 and 200E
of the Corporations Act 2001 and {or all other purposes.

{ii} Share Incentive Plan

Generally, all Tull-time or part-time employees of the consolidated entity with a minimum of one year's service are invited 1o
participate in the Share Incentive Plan ("the SIP”). Under the SIP directors can provide shares up 10 $1.000 to employees without
payment being made by employees. The allocation of shares is based on the period of service. The shares are purchased on
market and held in trust for the empleyee for @ minimum of three years or until cessation of employment, whichever is earlier.
Further details are provided in note 27{F).

(B} Employee options

During the vear, the campany granted to 308 {2005 340) guslitying employees options over ordinary shares with a tolal market
value of $54 million (2006 $55 million), heing the quoted market price at the date the aptians were granted. The weighted
average fair value of options granted during the year ended 31 December 2006 was $4.58 (2005 $3.80).

The market value of the options outstanding at balance date is $262 million {2005 $210 million), calculated by reference 1o the
guoted market value of the underlying shares at that date.




SHARE BASED PAYMENTS CONTINUED
Details of the number of employee options granted. exercised and forfeited or cancelled during the year, including those issued
under the DCF were as follows:
CANCELLED/
2006 EXERCISE BALANCE AT GRANTED EXERCISED FORFEITED BALANCE AT
GRANT DATE PRICE 1 JAN 2006 IN THE YEAR IN THE YEAR IN THE YEAR 31 DEC 2006
2 April 2001 $10.72 28,014 - (27.014) {1,000} -
25 May 2001 $10.65 317,600 - 1317.500) - -
1 June 2001 $10.89 155,000 - (155,000) - -
10 December 2001 £7.27 810,000 - {80,000) - 730.000
18 March 2002 $7.49 26,637 - (26.637) - -
14 Nevember 2002 $7.37 100,000 - (100,000) - -
13 March 2003 $8.04 240078 - {2,293,208) (57,485} 50.025
10 April 2003 £8.04 110,884 - (110,884) - -
3 November 2003 $10.14 10,000 - {10,000) - -
3 March 2004 $8.04 209,637 - {45,180) — 164,447
3 March 2004 $11.08 2.986.335 - (319,470) {142,843} 2,524,022
2 April 2004 $11.08 114,694 - - - 114,694
3 March 2005 $8.04 225,043 - (51.304) - 173,739
3 March 2005 $11.08 207,182 - 120.682} - 186,500
3 March 2005 $14.85 2,818,359 - {185,201} (158.004) 2,475,154
8 April 2005 $14.85 118,587 - - - 118,687
12 May 2005 $14.87 100,000 - {20.000) - 80.000
2 March 2006 $20.44 - 2,555,689 192 779) {103,077) 2,359,833
7Apil2006 2044 - eaTn
10738590 2,650,460 (3.854,869) 1462,409) 9,071,772
Weighted average T o - '
exercise price $10.96 $20.44 $9.28 $14.08 $14.29

The weighted average share price at the date of exercise of options during the year was $21 75 (2005 $15.67). The weighted
average remaining contzactuai life of total options outstanding at 31 December 2006 was 3.15 years {2005 2.79 years),

Employee options outstanding at 31 December 2006 were as follows:

YEAR OF EXPIRY FUTURE PERFORMANCE DCP/STI OTHER TOTAL OPTIONS

2007 730.000 145,337 - 875,337

2008 - 2,667,101 - 2,667,107

2009 80,000 115,426 - 195.426 i

2010 - 192,147 - 192147

2011 - 2,912,371 - 2912371

2012 - 2,188,640 - 2.188.640

2024 o - - - 40,750 40,750
810000 8221022 40750 9071772

7 {fesled and exerméa blé. at
31 December 2006 20,000 13,755 a40.750 74,505 ]

The fulure performance options have been issued subject to the achievement of specific performance criteriz. Examples of such
criteria are provided in the directors’ report.

Other options were issued 1o US and Irish employees in 2004 in lieu of shares under the Plan. The opticns vested immediately
and are exercisable until March 2024,

Regular options have been phased out and replaced with the incentive arrangement under the DCP
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SHARE BASED PAYMENTS CONTINUED

Details of the number of options granted. exercised and forfeited or cancelled during the prior year,
the DCP were as follows:

2005
GRANT DATE

1 June 2000

1 July 2000

1 Qctoper 2000

1 November 2000
1 Januvary 2001

2 April 2001

25 May 2001

1 June 2001

10 December 2001
18 March 2002
14 November 2002
13 Maich 2003
10 April 2003

3 November 2003
3 March 2004

3 March 2004

2 Apnil 2004

3 March 2005

3 March 2005

3 March 2005

15 March 2005

8 April 2005

12 May 2005

) Weighted average

exercise price

EXERCISE
PRICE

$6.53
$7.62
$8.63
$B.50
$9.76
$10.72
$10.65
$10.69
$7.27
$7.49
$7.37
$8.04
S804
$10.14
$8.04
$11.08
$11.08
$8.04
$11.08
$14.85
$15.13
$14.85
$14.81

BALANCE AT
1 JAN 2005

10.000
10.000
45,730
50.000
5,000
67.728
335.000
155.000
965.000
745.070
100.000
2,765,728
110,884
10,000
209,637
3,263.378
114,694

$9.22

T aosodis

GRANTED
IN THE YEAR

225,043
207,182
2,960,740
136,250
118,587
100,000

3747896

$14.24

EXERCISED
IN THE YEAR

(10.000)
(10.000)
144.730)
{50.000)
{5,000)
(36.814)
{17.,500)
{130.000)
{707.649)
{280.733)
{149,586)
(75,225)

(1.517.237)

$8.49

including those issued under

CANCELLED/
FORFEIED
IN THE YEAR

{1,000)
12.900)

(25.000)
(10.784)
{75.371)

{127.457}

(67.156)
(135,250

BALANCE AT
31 DEC 2005

28,014
317.500
155,000
810.00¢

26,637
100.000

2,400,718
110,884

10,000

209.637
2,986,335
114,694
225,043
207,182
2818.358
118,587
100,000

$12.06

{444.918) _ 10.738.590

$10.96
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SHARE BASED PAYMENTS CONTINUED

Employee options outstanding at 31 December 2005 were as follows:

YEAR OF EXPIRY FUTURE PERFORMANCE
2006 582,500
2007 810,000
2008 -
2009 100,000
2010 -
2011 -
2024 o S -
e , 1,492,500
Vested and exé;gisa—b-le_at- T -
31 December 2005 20.000

REGULAR
28,014

DCP/STI OTHER TOTAL DPTIONS
26,637 - 637.151
2,603,262 - 3.413.262
3.147.756 - 3.147,756
116.992 - 216,992
126,175 - 126,175
3,126,004 - 3.126,004
- 7280 71.250
8146826 71250 _ 10738590
- 71,250 91,250

(C) Conditional rights
Details of the number of employee entitlements to conditional rights to ordinary shares under the DCP granted, vested and
transferred 10 employees during the year were as follows:

FAIR VALUE

2006 DATE PER RIGHT AT BALANCE AT
GRANT DATE EXERCISABLE GRANT DATE 1 JAN 2005
13 March 2003 13 March 2006 £9.16 241,834
13 March 2003 13 March 2006 £9.56 582 437
13 March 2003 13 March 2006 $9.71 146,722
10 Aprit 2003 10 April 2008 $9.18 47,026
3 March 2004 2 March 2007 $11.65 85.109
3 March 2004 2 March 2007 $12.49 314,805
3 March 2004 2 March 2007 $12.96 690,331
3 March 2004 2 March 2007 $13.24 100,309
Z2 Apnl 2004 1 April 2007 $12.49 45,651
3 March 2005 2 March 2008 515.30 87.847
3 March 2005 2 March 2008 51586 80,877
3 March 2005 2 March 2008 51694 307,883
3 March 2005 2 March 2008 £17.51 634.462
3 March 2005 2 March 2008 $17.81 108,545
8 April 2005 7 Apnit 2008 £16.94 45,361
2 March 2006 1 March 2009 $£23.09 -
7 Aprit 2006 6 April 2009 $2473 -
T 3,519,209

GRANTED
IN THE YEAR

884,758

35539

920,297

VESTED AND
DIVIDENDS TRANSFERRED
ATTACHING  TD EMPLOYEE CANCELLED BALANCE AT
IN THE YEAR IN THE YEAR IN THE YEAR 31 DEC 2006
4,468 (246.302) - -
8,145 (577.860) 13,722) -
2,728 (149.450) - -
874 (47.800) - -
2437 (18,3406) - 69,195
10,964 (40,308) (20,197) 265,272
22815 {79.478) (21.752) 611,916
3,655 - - 103,964
1,663 - - 47,314
2.471 (20,026) - 70.292
2653 (8,074) - 75,456
10618 (29.201) 117.676) 271.634
21,857 (51,708) 129.972) 574,439
3,956 - (3.756) 108,745
1.652 - - 47.013
31,758 139.699) 132.657) 844,160
o622 - - 36.161
134,131 (1.308.350) (139,726}  3.125.561

The weighted average share price at the date of vesting of conditional rights during the year ended 31 December 2006 was
$21.49 {2005 £15.87). The weighted average fair value of conditional rights granted during the year ended 31 December 2008

was $23.13 (2005 $17.15).
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SHARE BASED PAYMENTS cONTINUED

Details of the number of employee entitlements to conditional rights to ordinary shares under the DCP granted, vested and
transierred to employees during the prior year were as {ollows:

VESTED AND
FAIR VALUE DIVIDENDS TRANSFERRED

2005 DATE PER RIGHT AT BALANCE AT GRANTED ATTACHING  TO EMPLOYEE CANCELLED  BALANCE AT
GRANT DATE EXERCISABLE GRANT DATE 1JAN 2005 INTHEYEAR INTHEYEAR [N THEYEAR  IN THE YEAR 31 DEC 2005
18 March 2002 17 March 2005 $8.40 193,441 - 3,537 {194,858} {2,120)
13 March 2003 13 March 2006 £9.16 250,212 445 9915 (10,774} {7.964) 241 834
13 March 2003 13 March 2006 $9.56 664,341 - 24,266 {93,368} {12,802) 582,437
13 March 2003 13 March 2006 $9.71 145,229 - 5,801 {2.226) (2,182) 146,722
10 April 2003 10 April 2006 $9.16 45,177 - 1,849 - - 47,026
3 March 2004 2 March 2007 $11.65 81.763 - 3,346 - - 85,109
3 March 2004 2 March 2007 $12.49 325,267 - 12,845 114.103) (9.204) 314 805
3 March 2004 2 March 2007 $12.96 732,536 - 29,021 (53.152) {18,074) 690,331
3 March 2004 2 March 2007 $13.24 101,372 - 4,107 (2,927) (2.243) 100,309
2 April 2004 1 April 2007 $12.49 43,856 - 1,795 - - 45,651
3 March 2005 2 March 2008 $15.30 - 84,393 3.454 - - 87,847
2 March 2005 2 March 2008 31586 - 77695 3,182 - - 80,877
3 March 2005 2 March 2008 $16.94 - 305,675 12,444 (9,246) (980} 307.893
3 March 2005 2 March 2008 $17.51 - 717,906 27.662 {91,304) 119.802) 634,462
3 March 2005 2 March 2008 $17.81 - 106,760 4,323 - (2.538) 108,545
B April 2005 7 April 2008 $16.94 - 44,470 891 - = 45361

T T T 2583194 1337344 148538 471958)  (77.909) 3,519.209

(D) Fair value of options and conditional rights
The fair value of both options and congitional rights is determined using a binomial model. The fair value is earnad evenly over
the periocd between grant and vesting. For those options and conditional rights granted during the year o 31 December 2006,
the following significant assumptions were used:

OPTIONS CONDITIONAL RIGHTS

2006 2005 2006 2005
Share price on grant date 3 20.44 - 22.17 14.85 - 15.17 20.44 - 22.17 1485 - 15.17
Fair value of instrument at grant date $ 3.85-5.63 3.04 -6.30 23.09-24.23 15.30-17.81
Risk free interest rate % 52-54 56-58 52-54 5.5
Expected share price volatility % 25.0 25.0 25.0 25.0
Expected dividend yield Y% 35 35 3.5 35
Expected life of instrument years 35-55 35-55 3.0 30

Some of the assurmptions, including expected share price volatility, are based on historical data which does not necessarily
represent future trends. Reasonable changes in these assumptions would not have a material impact on the financial statemenis.

(E) Share Incentive Plan
The SIP was introduced during 2005 and is & global reward scheme available to eligible permanent employees who have met

minimum service conditions at the annual grant date. Under the SIP eligible employees may be otfered up 1o $1,000 of fuily paid
ordinary shares in the company annvally for no cash consideration. The market value of shares issued under the SIP is expensed
in the period in which the shares are granted. The total number of shares issued under the SIP 10 participating employees in the
vear was 148,035 (2005 235.450). The weighted average market price on the issue date was $23.42 {2006 $17.09).
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SHARE BASED PAYMENTS conTINUED

{F} Share based payment expenses
Total expenses arising from share based payment transactions during the year included in underwriting expenses were as

follows:
CONSOLIDATED
2006 2005
M M
Options provided under the DCP 8 B
Conditional rights provided under the DCP 18 16
_Shares provided under the SIP_ e e A A

30 26
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KEY MANAGEMENT PERSONNEL (COMPANY AND CONSQLIDATED)

Key management personne! are those persons defined as having authority and responsibility for planning, directing and

controlling the ectivities of the consolidated entity, either directly or indirectly, including any director (executive or non-executive).

(A) Direciors
The following directors held office during the financial year

Non-executive directors

EJ Cloney {chairman)

LF Bleasel AM

DM Boyle {appointed 28 September 2006)
The Hon NF Greiner AC

IF Hudson

BJ Hutchinson
CLA Irby

IYL Lee

Executive director

Fii O'Halloran

(B} Other key management personnel
All of the persons in the tabie below were key management personnel for some period during the year ended 31 December 2006
and were key management perscnnel in the prior year.

NAME POSITION EMPLOYER EMPLOYMENT DATES

SP Burns Chief executive officer, QBE Management {UK} 1 January 1987
Eurcpean operations Limited

NG Drabsch Chief financial officer, QBE Management Services 20 September 1991
QBE Insurance Group Limited Pty Limited

PE Grove Chief underwriting officer, QBE Management {UK) 1 August 1982
European operations Limited

MD ten Hove Group general manager, investments, QOBE Management Services 1 March 1999
QBE insurance Group Limited Pty Limited

RL Jones'™ Group general managesr, QBE Management Services 1 April 1994 to
business development, Pty Limited 31 October 2006
QBE Insurance Group Limited

T™ Kenny President and chief executive officer, QBE Reinsurance Corporation 28 Novernber 1994

V Mclenaghan

EG Tollifson'™

the Americas

Chief operating officer,

QBE Insurance Group Limited
Chief risk officer,

QBE Insurance Group Limited

QBE Management Services
Pty Limited
OBE Management Services
Pty Limiied

14 August 1995

14 February 1994 to
3 July 2006

{1} These persons ceased being key management personnel from 1 July 2006.
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KEY MANAGEMENT PERSONNEL {COMPANY AND CONSOQOLIDATED) CONTINUED
(C) Key management personnel - compensation

Short term employee benefits

Post employment benefits

Other long 1erm employment benelits
Share based payments

Termination benefits

2006
$°000

COMPANY

2005
$'000

CONSOLIDATED

2006 2005

$°000 $'000

21,927 23,977

1.124 1,194

189 142

5,415 4980
._,,_1,'32. S

29,891 30,293

The company has taken advantage of the relief provided by ASIC class order 06/50 and has transferred the detailed remuneration
disclosures to the directors’ report. Refer to the remuneration repornt on pages 57 10 67 of the directors’ report.

{0 Key management personnel - equity instruments
{il  Options and conditional rights provided as remuneration
For details of equity instruments {conditional rights and options) provided to key management personnel as remuneration and
shares issued on the exercise of such instruments, together with the associated terms and conditions. refer to the remuneration
report on pages 57 10 67. No equity compensation was provided to the non-egxecutive directors.

(il DCP options holdings

Details of the movements in the number of DCP options over ordinary shares in the company provided as remuneration under
the DCP to the key management personnel are provided below:

2006 BALANCE AT
NUMBER OF OPTIONS 1.JAN 2006
Executive director

M O'Halloran 344,165
Other key management personnel

SP Burns 389,766
NG Drabsch 198,130
TM Kenny 307.715
V MclLenaghan 120.584
PE Grove 349,538
MD ten Hove 66,707
Former key management personnel™

RL Jones 198,647
EG Tollifson'® 103,813

GRANTED
IN THE YEAR

94,91

110515
50,460
68,986
3914
95.853
46,799

37,575
26,987

EXERCISED
{N THE YEAR

(110.884)

{78.208)
(62,381)
{144,747)
(22,287
1113,470)

{236,1221%
{33,931)

FORFEITED/
CANCELLED
IN THE YEAR

{96.863)

BALANCE AT
31 DEC 2006

328,052

422,075
186,209
231,954
137,438
331.91
113,506

EXERCISE COST
AT 31 DEC 2006
$'000

4,969

5,458
2,782
3.50
2,072
4718
1,947

{1) None of these options are vested or exercisable at 31 December 2006

(2) These persons ceased being key management personnel from 1 .July 2006.

(3) Mr Jones ceased employment on 31 Ociober 2006 Under his termination arrangemaents, the vesting date of 151.877 DCP options was
accelerated 1o his termination date. These options were exercised on 16 November 2006.

{4) Ms Tollilson ceased employment on 3 July 2006.

2005 BALANCE AT
NUMBER F OPTIONS 1 JAN 2005
Executive director

FM O'Halloran 225578
Other key management personnel

SP Burns 226,224
NG Drabsch 130,780
TM Kenny 231,965
V Mclenaghan 91,891
PE Grove 226,568
MD 1en Hove -
RL Jones 188,351
EG Tollifson 63.073

GRANTED
IN THE YEAR

118,587

163,522
67,350
75.750
48,487

122,969
66,707
50.283
34.740

EXERCISED
IN THE YEAR

{19,794)

{40,087}

FORFEITED/
CANCELLED
IN THE YEAR

BALANCE AT
31 DEC 20057

344165

389,766
198.130
307.715
120,584
349,538

66.707
198,547
103,813

EXERCISE COST
AT 1 DEC 2005
$'000

3923

3.828
2,260
3,255
1.451
3,992

931
2,133
1.178

11} Nore ol these options ale vested ar exercisable at 31 December 2005,
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KEY MANAGEMENT PERSONNEL {(COMPANY AND CONSOLIDATED} CONTINUED

(iii) Future performance options holdings
Details of the movements in the number of fulure performance aptions over ordinary shares in the company provided
as remuneration 10 the key management personnel are provided below:

FORFEITED/ EXERCISE COST
2006 BALANCE AT GRANTED EXERCISED CANCELLED BALANCE AT AT 31 DEC 2005
NUMBER OF OPTIONS 1 JAN 2006 IN THE YEAR IN THE YEAR IN THE YEAR 31 DEC 2006 $'000
Key management personnel
SP Burns 115,000 - (35,000} - 80.000 582
TM Kenny 230,000 - {50,000} - 180,000 1,912
PE Grove 195,000 - {135,000) - 60,000 436
(1} 20,000 of 1hese options were vested and exercisable at 31 December 2006.

FORFEITED/ EXERCISE COST
2005 BALANCE AT GRANTED IN EXERCISED CANCELLED BALANCE AT AT 31 DEC 2005
NUMBER OF OPTIONS 1 JAN 2005 THE YEAR IN THE YEAR IN THE YEAR 31 DEC 2005 $'000
Key management personnel
SP Burns 115,000 - - - 115,000 954
NG Drabsch 100.000 - {100.000) - - -
PE Grove 155,000 - - - 195,000 1,546
T™M Kenny'™? 130.000 100,000 - - 230.000% 2529
EG Tollifson 100,000 - {100.000) ~ - -

(1) 100.000 fulure performance options were granted to Mr Kenny an 12 May 2005 under the terms of an agreement entered inte on 12 May 2000.
The {air value of these options at grant date was £2.32. The exercise price is $14 81,

[2) 100,000 ¢f these options had vested a1 31 December 2006.
{3) 20,000 of these options had vested an 31 December 2006

{iv] Reguiar options holdings
Details of the movements in the number of regular options over ordinary shares in the company provided as remuneration
10 the key management personnel are provided below:

FORFEITED/

2006 BALANCE AT EXERCISED CANCELLED BALANCE AT
NUMBER OF OPTIONS 1 JAN 2006 IN THE YEAR IN THE YEAR 31 DEC 2006
Key management personnel
V Mclenaghan 750 (750} - -
Former key management personnel”
RL Jones 1,500 {1,500} - -
EG Tolliison 1,000 (1.000) - -
(1) These persons ceased being key management personnel from 1 July 2006.

FORFEITED/ EXERCISE COST
2005 BALANCE AT EXERCISED CANCELLED  BALANCE AT AT 31 DEC 2005
NUMBER OF OPTIONS 1 JAN 2005 IN THE YEAR IN THE YEAR 31 DEC 2005 $'000
Key management personnel
TM Kenny 10,600 {10,000} - - -
V Mclenaghan 3.000 (2.250) - 750 8
RL Jones 6,000 {4,500} - 1,500 16
EG Tolliiscn 4,000 {3.000} - 1,000 1

{1} None cf the opticns had vested or were exercisable at 31 December 2005,
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KEY MANAGEMENT PERSONNEL (COMPANY AND CONSOLIDATED) CONTINUED

(v} Conditional rights holdings

Details of the movements in the number of conditional rights to ordinary shares in the company provided as remuneration under
the DCP 1o the key management personnel are provided beiow:

2006
NUMBER OF RIGHTS

Executive director

FM O'Halloran

Other key management personnel
SP Burns

NG Drabsch

ThM Kenny

V Mclenaghan

PE Grove

MD ten Hove

Former key management personnel”!
BL Jones

£G Tollifsont®

BALANCE AT
1.JAN 2006

138,038

157,101
80,516
126,366
48,602
142,043
26,039

81,348
42,217

GRANTED
IN THE YEAR

35,539

41,444
18,923
25,870
14,678
356,945
17.549

14,091
10,118

DIVIDENDS
ATTACHING
IN THE YEAR

4,811

6,641
3.150
4,449
2,138
5.625
1,687

2,839
973

VESTED AND
TRANSFERRED
IN THE YEAR

{47,900)

(33.784)
(26,947}
(62.527)

{9,628)
(49.017)

(98,2780
{14,658}

CANCELLED
IN THE YEAR

(38,650}

BALANCE AT
31 DEC 2006

130.488

171.402
75,641
94,158
55,790

134,596
45,175

{1} None of these conditionat rights are vested ot exercisable at 31 December 2006.

{2} These persons ceased being key management persannel from 1 July 2006.

(3} Ms Jones ceased empleyment on 31 Ociober 2006 Under nis termination arrangements, ihe vesting date of 61.886 conditional rights was

accelerated 1o this date.

{4} Ms Tollifson ceased employment on 3 July 2006.

2005
NUMBER OF RIGHTS

Executive director
FM C'Hallcran
Other key management personnel
SP Burns

NG Drabsch

T™M Kenny

V Mclenaghan

PE Grove

MD ten Hove

RL Jones

EG Tollitson

BALANCE AT

1 JAN 2005

89,033

83,607
52,094
92,980
36,922
90,342
76,332
27,630

GRANTED
tN THE YEAR

44,470

61.321
25,258
28,406
18,183
46,116
25.015
18.856
13.027

DIVIDENDS
ATTACHING
IN THE YEAR

4535

6.179
3,165
4,970
2.083
5,685
1.024
3,548
1,660

VESTED AND
TRANSFERRED
IN THE YEAR

{17.388)

BALANCE AT
31 DEC 2005

138,038

167,101
80,515
126,366
48,602
142,043
26,038
81,348
42,217

{1) None of these conditional rights are vested or exercisable ai 31 December 2005.
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KEY MANAGEMENT PERSONNEL (COMPANY AND CONSOQLIDATED) CONTINUED

{vi) Share holdings

The movements during the year in the number of ordinary shares in the company held by the key management personnel,
including their personally related parties. are provided below:

INTEREST IN
2006 SHARES AT CONDITIONAL
NUMBER OF SHARES 1 JAN 2006 RIGHTS VESTED
Non-executive directors
LF Bleasel AM 43,403 -
EJ Cloney 734917 -
The Hen NF Greiner AC 55,505 -
BJ Hutchinson 27446 -
CLA Irby 15,000 -
IYL Lee 13,956 -
Executive director
Ftv O'Halloran 1,079,602 47,900
Other key management personnel
SP Burns 3,207 33784
NG Diabsch 293 419 26,947
T™ Kenny 13.022 62.527
V Mclenaghan 228,746 9,628
PE Grove 2.970 49.017
MD ten Hove 330,494 -
Former key management personnel™
RL Jones 300,566 98,278
EG Tolliison 215,683 14,658

OPTIONS
EXERCISED

110.884

113,206
62,381
194,747
23.037
248.470

237622
34,831

PURCHASED
{SOLDY

(49,540)
8,364
6,504

6,913

(70.500)

{146,892)
(64.671)
{267.274)
{90.000)
{262.444)
(50.000)

{556.309)
(80.000}

INTEREST IN

SHARES AT

31 DEC 2006

DIVIDENDS INTEREST IN SUBJECT TO

REINVESTED IN SHARES AT NON-RECOURSE
THE YEAR 31 DEC 2006 LOANS™

300 43,703 -

- 685.377 -

846 65,715 -

- 33.950 -

- 15,000 -~

260 21,129 -

18,709 1,186,595 1,074,043

62 3.367 3.025
5.455 32353 320,085
613 3.635 -

- 171,411 140,646

55 38.068 38.025
5,958 286,452 284.760
5,588 85,7459 -
4,009 189,281 -

1) Includes 10,000 warrants. These were convertled to 12.500 ordinary shares in the company during the year.

12) These persons ceased being key management personnel from 1 July 2006

[3) Balance of ordinary shares held at 31 Qctcber 2006.
14} Balance of ardinary shares held at 3 July 2006,

{5) Prior to 20 June 2005, non-recourse loans were provided by the consolidated entity 1o the executive director and other key management
personnel on the exercise of their options for the purchase of shares in the company. Under AIFRS. non-reccurse Inans and the related shares

are derecognised and are instead treated as options.
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KEY MANAGEMENT PERSONNEL {COMPANY AND CONSOLIDATED} CONTINUED

The movements in the number of ordinary shares in the company held by the key management personngl, including their
personally related partigs, in the prior year are provided below:

INTEREST IN
SHARES AT
31 DEC 2005
INTEREST IN DIVIDENDS INTEREST \N SUBJECT TO
2005 SHARES AT CONDITIONAL OPTIONS PURCHASED  REINVESTED IN SHARES AT NON-RECOURSE
NUMBER OF SHARES 1 JAN 2005 RIGHTS VESTED EXERCISED {S0LD} THE YEAR 31 DEC 2005 LOANS™
Non-executive directors
LF Bieasel AM 42,768 - - - 635 43,403 -
EJ Cloney 720,410 - - {14,485} 28,992 734917 -
CP Curran AQ 356,751 - - - 1,162 357.9130% -
The Hon NF Greiner AC 53,716 - - - 1,789 55,5057 -
IF Hudson - - - - - - -
BJ Hutchinsen 27,446 - - - - 27,448 -
CLA Irby 15,000 - - - - 15.000 -
IYL Lee 10,467 - - 3,000 489 13.956 -
Executive director -
F O'Halloran 1,160,741 - - {124,000} 42,861 1.079.602 965,580
Other key management personnel
SP Burns 3,083 - - - 124 3.207 2,970
NG Drabsch 256.067 - 100,000 {75.000) 12,352 293.419 287,31
PE Grove 2,854 - - - 116 2,970 2,970
MD ten Hove 376,296 - - (60,000) 14,198 330.494 328,833
RL Jones 228,076 17,388 44 587 - 10.515 300,566 282.830
TM Kenny 150,749 - 10,000 (150,749} 3,022 13.022 13.022
V McLenaghan 198,116 8,586 22,044 - - 228,748 207.609
EG Tolliison 165,104 - 103,000 {60.000) 7.579 215,683 194,682

{1} Ralance of ordinary shares held at 8 April 2005.
{2) Includes 10,000 warrants to purchase ordinary shares.

{3) Prior to 20 June 2005, non-recourse loans were provided by the consolidated entity 1o the executive director and other key management
personnel on the exarcise of their opticns for the purchase of shares in the company. Under AIFRS, non-tecourse loans and the related shares
are derecognised and are instead reated as options.

(E) Key management personnel — share loans
Details regarding the share loans made by the consolidated entity to the key management perscnnel are sel out below:

{i) Non-recourse share loans

BALANCE AT LOANS MADE BALANCE AT INTEREST NOT aﬂﬂ‘:g
1 JAN 2006 IN THE YEAR REPAYMENTS 31 DEC 2006 CHARGED IN PERIOD
2006 $'000 $'000 $°000 $'000 $'000 $'000
Executive director
FM O'Halloran 4,336 - - 4,336 314 4.336
Other key management personnel
SP Burns 22 - - 22 2 22
NG Orabsch 2,438 - {76} 2,362 172 2.438
TM Kenny 61 - (63) {2) 3 61
V Mclenaghan 1,422 - {249) 1,173 92 1,422
PE Grove 22 - - 22 2 22
MD ten Hove 3.367 - {107 3.260 237 3.367
Former key management personnel’™
RL Jones 2,326 - {2.326} - 141 2.326
_EG Tollifson 1,631 - _ 11631 - 7% 1831

Total 15,625 - (4,452) 11,173 1.038

1) These persons ceased being key management persennel from 1 July 2006.
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KEY MANAGEMENT PERSONNEL (COMPANY AND CONSOLIDATED} CONTINUED

Prior 10 20 June 2005, non-recourse loans were provided by the consolidated entity 1o the executive director and other key
management personnel for the purchase of shares in the company. Under AIFRS, non-recourse leans and the related shares
are derecognised and are instead treated as oplions.

(i) Personal recourse share loans

BALANCE AT LOANS MADE BALANCE AT INTEREST NOT BTE::IEE
1 JAN 2006 IN THE YEAR REPAYMENTS 31 DEC 2006 CHARGED IN PERIOD
2006 $'000 $'000 $000 5000 $'000 s'000
Executive director
FM O'Halloran - 831 - 831 a7 891
Other key management persannel
SP Burns - 373 (373) - 7 373
NG Drabsch ) 502 - 502 29 502
TM Kenny - 617 617} - 18 617
V McLenaghan i3 187 - 200 12 200
PE Grove - 373 - 373 17 373
Former key management personnel'!
RL Jones 76 693 {719) - 36 719
_EG Tollifson 17 284 307 - 1 301
Total T T s 3,920 (2.010) 1,966 177

{1} These persons ceased being key management personne! from 1 July 2006.
In 2005, there were no personal recourse loans (o key management personnel that exceeded $100,000 at any time.
Interest not charged in respect of personal recourse loans amounted to $177,000 {2005 $1,000).

(F) Other transactions with key management personnel and their personally related parties

FM O’Halloran - retirement benefits

Mr O'Hailoran joined QBE in June 1976. Nine of his years with the consolidated enlity have been in the position of chief executive
ofticer, with four years as director of operations, seven years as director of finance, five yeats as chief financial officer and the
remainder as Group financial controller. On 1 January 1998, a controlled entity entered into a retirement benefit arrangement

with Mr O'Halloran, which is in addition 1o his entitlement under the QBE Australia defined benetit plan. As Mr O'Halloran was
employed by the consclidated entity in May 2004, on his retirement be will receive a lump sum payment of 150% of his total
remuneration cost being his annual base salary plus STI for the year prior to the date of his retirement. As a condition of this
arrangement. Mr O'Halloran has entered into a non-compete agreement for three years from the date ot his retirement,

29

RETIREMENT BENEFITS

Entities in the consclidated entity participate in a number of superannuation plans which have been established and are
sponsored by those entities. A number of these plans provide defined benefits 1o employees on retirement, disability or death.
The benelits are based on years of service and an average salary calculation.

Contributions are made 10 the pians by both employees and controlled entities, typically as a percentage of salary and within
the rules of the plans. and are based on funding schedules prepared by independent aciuaries. In addition, the consolidated
entity continues 10 meet applicable statutory minimum funding requirements set oul by legislation in the UK. The contribution
rate in respect of defined benefit plans 1s agreed between the relevant controtled entity and the plans trustees and actuaries.
The consolidated entity has nc immediate tegal obligation to settle the fiability.

Independent aciuarial assessments of all signiticant plans are completed at least once every three years. The main plans were
assessed by various qualified employees of Russell Employee Benefits, AON Consulting. Watson Wyatt Worldwide and Mercers.
All valuations have been updated for information available at 31 December 2006.
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RETIREMENT BENEFITS CONTINUED

(A) Balance sheet amounts
The amoumis recognised in the balance sheet for delined benefit superanmuation plans are as {clows:

FAIR VALUE OF PRESENT VALUE OF
DATE OF PLAN ASSETS PLAN OBLIGATIONS NET SURPLUS (DEFICIT)
LASTFULL ——mv o o v e mm e e e — - e e —
ACTUARIAL 2006 2005 2006 2005 2006 2005
REVIEW M M M ™ $M M
Retirement benefit surplus
New Zealand superannuation plan 31 Dec 04 8 7 (6) (5) 2 2
Retirement benefit deficit
QBE Australia defined benefit plan 31 Dec 05 70 63 (70) (71 - (8)
lron Trades insurance staff trust 31 Dec 04 357 279 {355} (349} 2 {70}
Eurgpean staff retirement benefit plan 1 Jan 05 16 13 {16} (21) - {8)
Janson Green final salary superannuation
scheme 31 Cec 04 240 162 {234) {237) 6 (75)
National Farmers Union 31 Dec 06 30 31 (33) {34) {3) {3}
Otherplens __ __ ~ _  _ - 2 5 g sy {4}
719 553 {719) (721) - (168}
Surplus not recognised } B B e 8) _ -
(8) 1168)
{B) Reconciliation
2006 2005
M M
Fair value of plan assets at 1 January 560 498
Expecied return on plan assels 36 30
Actuarial {losses) gains on plan assets {9} 38
Employer ceniributions 140 87
Contributions by plan participants 1 1
Benefils and expenses paid {23) (32)
Transfer of assets from closed fund - {80}
Curtailmenis and setilements - 3
Acquisitions - 30
Fereign exchange o - - S A1)
Fair ;_.ralue of plan asi;ets_at_ﬁlj Pe_‘i';mbelu_,h o A_”____ o _:_ ) __7__7 o N ,,,j, 727 560
Wholiy funded defined benefit o_bliga:ic_:n at 1 January {726) {698)
Cusrent service cost (8} (16)
Interest cost (34) (35}
Actuarial gains (losses) 21 {75)
Benefits and expenses paid 23 32
Past service cost - {1
Contributions by pfan participants {1 {1}
Transter of defined benefit obligation from closed fund - 80
Curtailments and setilements 3o {1
Acguisitions - (34)
_ Fareign exchange {30]) 23
_Wholly funded defined benefit obligation at 31 December =~ {728y  (728)
Net surplus (deficit) at 31 December B 2 {166)
Surplus not recognised _ {8) =
-N-em:bility rec;gme:i in the balance—sheet at 31 December {6) {166)
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RETIREMENT BENEFITS CONTINUED

2006 2005
M M
~ Net liability recognised in the balance sheet at 1 January ) o _ (166) 1200}
Amounis recognised in the income statement
Current service cost {8} (16)
Interest cost {34} (35)
Past service cost - (1}
Expected return on plan assets 36 30
Curtailmenis and settlements o o B o 30 2
e - .. . 24 1201
Actuarial gains {losses) included in the statement of recognised income and expense 12 (36)
Employer contributions 140 87
Acquisitions - (4)
Foreign exchange (8} 7
Net surplus (deficit) at 31 December z {166
Surplus not recognised o (8) -
" Net liability recognised in the balance sheet at 31 December (6] {166)
The credit recognised in the income statement in the year of $24 million (2005 $20 million charge) has been included within
underwriting expenses. The actual return on plan assets was $27 million (2006 $89 million).
(C} Amounts included in the statement of recognised income and expense
Cumulative actuarial gains ang losses included in the statement of recognised income and expense are as follows:
2006 2005
M M
Actuarial losses at 1 January 71 35
_Actuarial (gains) losses recognised in the year L B (5) 36
Actuarial losses at 31 December o T E-SG 71
Deferredrtaxation on actuarial losses at 1 January (19) ) {10}
Deferred_ taxation credit on actuarial losses rgc_g@ised in the year ) 1 } {9]
Deferred taxation on actuarial losses at 31 December ) {18) _ {19
Net actuarial losses at 31 December 48 52
(D} Principal actuarial assumptions
2006 2005
% %
Discount rate 40-58 39-6.1
Expected return on plan assets 5.3-80 5.2-8.0
Fulure salary increases 30-6.0 35-6.0
Future pension increases 20-30 0.0-28

The expected return on plan assets is based on historical and futuse expectations of retuns for each of the major asset classes

as well as the expected and aciual allocation of plan assets to these major classes.

(E} Analysis of plan assets

Equities

Bonds

Property
701&8{_

2006
M

166
512

a8
727

2005
M

195
ng

45
560
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RETIREMENT BENEFITS CONTINUED
(F) Historical summary

2006 2005 2004

M M M

Experience gains (losses) arising on plan liabilities 9 (B} {42)
Experience {losses) gains arising on plan assets (9) 39 7
2006 2005 2004

M ™M b

Present value of plan obligations {725) {726} (698}
Fair value of plan assels _ o Rria 560 498
“Net surplus {deficit) ] 2 (166) 1200}

(G) Funding

Employer contributions 1o the defined benefit superannuation plans are based on recommandations by the plans’ actuaries.
The objective of the consolidated entity’s funding schedules is 10 ensure that benetit entitlements are fully funded at the time
they become payable. The key economic assumptions applied by the actuaries are shown in note 28(D).
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REMUNERATION OF AUDITORS

2006 2005
$°000 $'000
PricewaterhouseCoopers — Australian firm'!
Audit or review of financial reports of the parent entity 1,642 754
Audit of financiat reports of controlled entities 2,618 2,251
Audit of statutery returns 620 442
Other audit assurance services 451 430
Taxation services 249 233
Actuarial services 130 -
Agvisory services (including business continuity management assistance) L 134 51
7 - - ’ - 5.844 4,267
Related practices of PricewaterhouseCoopers - Australian firm'!
(including overseas PricewaterhouseCoopers firms)
Audit of financial reports of controlled entities 8,355 5,235
Audit of statutory returns 1,636 1,882
Other audit assurance seqvices 475 15
Taxation services 310 427
Advisory services {including due diligence services) 663 1.001
Actuarial services 265 -
Systems services _ o ) 4 0 -
T T - 11,748 8560
o 17,592 12,821
Audit and assurance services 15,797 11.009
Other services ) o ) 1,795 ez
i ' ) 17,592 12,821
Other auditors
Audit of financial reports of controlled entities 239 410

{1} From 1 January 2003, the consolidated entity may engage PricewaterhouseCoopers for non-audit services, subject 10 the general principle that
fees for non-audit services should not exceed 30% of the total of all lees in any one year. Consistent with prior periods, PricewaterhouseCoopers
cannot provide the excluded services of preparing accounting records or tinancial reports, asset or liahility valuations. acting in a management

capacity, acting as a custodian of assets or acting as share registias,

QBE INSURANCE GROUP ANNJAL REPORT 2706

129




3

CONTINGENT LIABILITIES

The company and the consolidated entity had the following contingent liabilities:

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M 11 M $M

Guarantees of interest bearing liabilities in controlled entities 399 427 - -
Letters of credit issued in support of the consclidated entity’s
participation in Lloyd's of London 372 352 372 3562
Letters of credit issued in support of insurance provisions of
controlled entities 246 237 - -
Guarantees to investors in hybrid securities 558 701 - -
Guaraniees to investors in ABC securities for funds at Lioyd's (due 2008) 696 750 - -
Guarantees 1o investors in ABC secunties for funds at Lloyd's {due 2009) 279 300 -
Guaraniees to investars in capital securities 744 - - -

A controlled entity has entered into a number of deeds of covenant in respect of its controlied entities to meet part of
their cbligations 1o Lloyd's of London. The total guarantee given under these deeds of covenant amounts to $344 million
{2005 $316 millicn). The obligations under the deeds of covenant are secured by a fixed and floating charge over certain
investments and other assets in favour of Lioyd's of London. Refer note THCL

Details of the guaraniees to investors in Eurabonds, hybrid securities and capital securities and security arrangements
in respect of interest bearing liabilities are provided in note 24.

Details of contingent liabilities in respect of ABC securities Tor funds at Lloyd's are included in note 34{C).

32

CAPITAL EXPENDITURE COMMITMENTS

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
L1 M M M

Capital expenditure commitments coniracied but not provided
for in the financial statemenis {(not later than one year) - - - 14

33

OPERATING LEASE COMMITMENTS

THE COMPANY CONSQLIDATED
2006 2005 2006 2005
M M M LU
Payable:
Not later than one year - - 50 42
Later than one year but not later than five years - - 163 124
_Later than five years - - 421 181

Total future minimum lease payments
under cancellable operating leases - - 634 347
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LLOYD'S DIVISION

{A) Non-aligned syndicates

A controlled entity acquired Limit plc and its controlled entities {“Limit") in August 2000 From 1994 10 2000, Limit participated in
the results of a number of syndicates managed by other managing agents at Lioyd's (non-aligned syndicates). in 2000, Limit sold
its right to participate in the results of non-aligned syndicates afier 31 December 2000. In 2001, Limit sold the righis 1o manage
syndicate 318. previously managed by its controlied managing agency, 10 another managing agency at Lloyd's but retained
participation in 1the syndicate unti! December 2004. The result of Limit's participalion on this syndicate has alsc been included
as non-aligned. Lloyd's operates on a three year accounling basis and at the end of the third year the underwriting account is
normally closed by reinsurance into the following year of account. The runoff of these syndicates is expected 1o complete by

31 March 2010. The consclidated entity is expected to have 1¢ fund its share of the net outstanding claims of these operations,
as shown below, and therefore the assets and liabilities are included on & net basis in outstanding claims in the balance sheet.

2006 2005
M M
Assets
Financial assets - market value 131 120
Other assets ] o o 125 115
) T ) 256 235
Liabilities T )
Outstanding claims net of reinsurance recoveries 302 277
Other liahilities ) L o o 14 13
' o - ) 316 290
Net liabilities T 60 55

(B} Reinsurance to close

Since acquiring Limit in August 2000, the consclidated entity has purchased additional capacity in the syndicates managed by
Limit, taking its ownership share for all syndicatles from 55% in 2000 10 91% for the 2007 underwriting year. These purchases

of additional capacity create an obligation for the consolidated entity 1o accept the additional share of insurance provisions in
exchange for an equal amount of investments and other assets. The amounts will be determined when the reinsurance 10 close
is calculated on 31 December 2007 or subsequent dates. It is currently estimated that the amount of the net insurance provisions
and matching assets will exceed $22 million, which will be recognised in the years in which the reinsurance to close is expected
to be finglised.

(C) Funds at Lloyd's

{it ABC securities {due 2009)

In October 2004, the company emered into an arrangement with Mantis Reef || Limited (“MR{IIL") 1o issue US$220 million

of ABC {asset backed capital) securities to support funds at Lloyd’'s {"FAL’} pursuant to Lloyd's collateral requirements. This
arrangement substantially replaced bank letiers of credit and assisted in meeting new FAL requirements. MR{IIL is a special
purpose entity incorporated with limited liability under the laws of the Cayman Islands. The consolidated entity has no ownership
interest in MR{II}L.

Proceeds from the sale of the ABC securities to investors have been swapped to sierling and then used to purchase shares

in a wholly owngd ¢ontrolled entity of MR(II)L. Mantis Reef Il Pledge Limited ("MR{II}PL"). MR(II}PL is another special purpose
entity incorporated with limited liability under the laws of the Cayman slands. The proceeds from 1he sale of shares in MR{II]PL
have been used 1o purchase eligible investments over which security interests, in the form of a fixed and floating charge, have
been granted 10 Lloyd's in support of FAL requirements of some of the company's controlled entities. Details of the eligible
investments included in the asset portiolio are shown below &s ABC financial assets pledged for funds at Lloyd's.

Under its arrangement with MRIDIL and MR({!)PL, the company makes fixed payments to MRIIIIL and in return receives the
benefit of the earnings from the investment porifolio. As part of its agreement with MR{IIIL and MR{IPL the company can, if
the need arises, call on MRIINPL 10 provide up 10 £120 million by the sale ¢r transfer of its investment portfolio to meet certain
controlled entities’ cash call requirements from Lleyd's, and at that time the company would assume a loan obligation including
servicing of interest payments and repayment of the principal. To achieve this, the company would issue debt securities to
MRUIIL with similar terms 10 the ABC securities. The company has entered into a fixed for floating cross currency interesl rate
swap with a third party to service its fixed interesi rate obligations.

{ii) ABC securities {due 2008}

In October 2003, the company entered into an arrangement with Mantis Reef Limited ("MRL") 10 issue USS$550 million of ABC
securities 10 support FAL pursuant (o Eloyd's collateral reguirements. This arrangement substantially replaced bank letters of
credit. MRL is a special purpcse entity incorporated with limited liability under the laws of the Cayman Islands. The consolidated
entity has no ownership interest in MRL.

QBE INSURANCE GROUP ax~JAL REPORT 2035 131




132

34

LLOYD'S DIVISION CONTINUED

Praceeds Irom the saie of the ABC securities ta invastors have been used to purchase shares in a wholly owned controlled entity of
MRL, Mantis Reef Pledge Limited {"MRPL"). MRPL is another special purpose entity incorporated with limited liability under the laws
of the Cayman Islands. The proceeds irom the sale of shares in MRPL have been used to purchase eligible investments over which
security interests, in the form of a fixed and floating charge, have been granted 1o Lloyd's in support of FAL requirements. Details of
the aligible investments included in the asset portfolio are shown below as ABC financial assels pledged for funds at Lloyd's.

Under its arrangement with MRL and MRPL, the company makes fixed payments to MRL and in return receives the benefit of
the earnings from the investment pertiolio. As part of its agreement with MRL and MRPL the company can, it the need arises.
call on MRPL 10 provide up to US$550 millicn by the sale or transfer of its investment portfolio to meet certain controlled entities’
cash call requirements from Lloyd's. and at that time the company would assume a loan obligation including servicing of interest
payments and repayment of the principal. To achieve this, the company would issue debt securities io MRL with similar terms

1o the ABC securities. The company has entered intc a fixed for floating interest rale swap with a third party to service its fixed
interest rate obligations.

(il Swaps relating 1o ABC securities

The consclidated entity is exposed to interest rate and currency risk in respect of the ABC securities and has therefore entered
inlo two swap agreements, being an interest rate swap agreement with a financial institution under which it is obliged to pay
interest at a variable rate and receive interest at a fixed rate and a cross currency interest rate swap agreement under which

it is obliged to pay variable rate interest on a sterling asset portfolio and receive a fixed amount of US dollar inmerest.

ABC securities {due 2009} are measured at amortised cost in original currency and translated 1o Australian dollars at the closing
rate of exchange. Under the swap agreement, the consolidated entity pays a margin of 1.7% above the wholesale interbank rate
monthly on £120 million and receives a fixed rate of 3.2% on US$220 mullion every six months to match the interest payment

to investors. The swap agreement currently comprises three swaps which are measured al fair value. Two of the swaps are
designated as cash flow hedges and have satisfied the effectiveness tests throughout the period from inception and at the
balance date. The movement in the fair value of the cash flow hedges is taken 10 equity. Any ineffectiveness in the cash flow
hedges is recognised directly in the income statement. An amount is transferred from equity and taken to the income statement
1o offset:

» the differential between the fixed and variable interest payments; and
» the foreign exchange gain or loss on translation of the financial liabilities.

During the year, a loss of $34 million (2005 loss of $1 million) was recognised in eguity relating to the fair value movements on
the cash flow hedges. During the vear. a loss of $41 million {2005 gain of $4 million) was transferred from equity 1o the income
statement.

ABC securities (due 2008) are measured at amaertised cost in original currency and translated to Australian dotlars at the closing
rate of exchange. Under the swap agreement, the consolidated entity pays interest at the wholesale interbank rate and receives
a fixed rate of 3.5% on US$550 million every six months to match the interest payment to investors.

The swap agreement comprises two swaps which are measured at fair value. The sweps are designated as fair value hedges and
have satisfied the relevant hedge effectiveness tests throughout the period and at the balance date. The fair value movement on

the swaps is recognised in the income statement. Any change in the value of the financial liabilities as a result of the hedged risk
adjusts the carrying amount of the hedged item and impacts the income statement.

THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M M M

ABC financial assets pledged for funds at Lloyd's
Due 2008 Interest bearing short term money LJSE550 million - - 696 750
Due 2008 Interest bearing short term maney £120 million - - 299 282
- - 995 1,032

7;86;;;u;ities for funds at LISyd's

Due 2008 US$55C million - - 671 720
Due 2009 ~ US$220 millicn - - 275 295
- - 946 1.5
_ Swaps relating 10 ABC securities 5 5 58 29
5 5 1,004 1.044
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LLOYD'S DIVISION CONTINUED

Fair value of ABC securities for funds at Lioyd's
Bue 2008
_Due 2009

USS550 million

2006
™

687
260
947

2005
SM

724

. 288
1,012

39

RELATED PARTIES {(COMPANY AND CONSOLIDATED)

All material infarmation required to be disclosed under AASE 124: Relaled Party Disclosures has been included in the financial

statermnents as follows:

REFERENCE

Dividends from controlled entities

Amounts due from ¢ontrolled entities

Investments in controlled entities

Amounts due to controlled entities

Tax sharing agreement

Remuneration of key management personne!
Retirement allowances of key management personnel
Shares and options held by key management personnel

Related party transactions with key management personnel

Retirement benefits
Guarantees in respect of related pariies

Note 7{B}
Note 13
Note 18
Note 20
Note 8B}

Directors’ report and note 28

Directors’ report
Note 28
Note 28
Noie 29
Note 31

In the ordinary course of business, varicus controlled entities receive dividends and purchase and sell invesiments in public

entities in which directors of the company are directors and sharehotders.

30

EARNINGS PER SHARE (CONSOLIDATED)

2006 2005
CENTS CENTS
Basic earnings per share 186.4 144.3
Dituted earnings per share 178.5 135.0
M M

(A} Reconciliation of earnings used in calculating earnings per share

Net profit alter income 1ax attributable 1o members of the company,
used in calculating basic earnings per share 1,483 1.091
Wﬁdﬁd:_ﬁ_@nce‘cqms of hybrid securities B o o3 . 6

Earnings used in ca\cJIating dilutedTaamings per share 1,486 1.097

QBE INSURANCE GROUP ARMUAL REPORT 2008

133




134

30

EARNINGS PER SHARE {CONSOLIDATED)} CONTINUED

(B} Recanciliation of weighted average number of ordinary
shares used in calculating earnings per share
Weighted average number of ordinary of shares on issue
Weighted average number of non-recourse loan shares issued under the Plan
Weighted average number_of treasury shares held in trust. B
Weighted average number of ordinary shares used as the denominator
in calculating basic earnings per share™
Weighted average number of dilutive potential ordinary shares relating to:
Shares issued under the Plan
Options issued under the Plan
Hybrid securities®!
Unvested conditional rights supported by treasury shares held intrust

Weighted average number of ordinary shases used as the denominator in

calculating diluted earnings per share

1006
MILLION

802
{6
il

)
}

795

6
a4

26

1

832

2005
MILLION

813

(1) Weighied average number of ordinary shares reflects shares adjusied ic derecognise shares issued under the Plan. Basic earmings per share
calcuiated with reference 1o issued share capital notified to the ASX would have been 184.8 cents (2005 1425 cents). Refer to note 25{A).

{2) Hybrid securities have been treated as diluiive it the cantingent conversicn conditions are met at the balance date. l§ all hybrid securities had
been considered dilutive at 31 December 2006. diluted earnings per share would have been 173.5 cents {2005 131.5 cenis.
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SEGMENT INFORMATION

(A} Business segmenis

AUSTRALIA
PACIFIC ASIA EUROPEAN THE

CENTRAL EURGPE  OPERATIONS AMERICAS  EOUATORRE  ELIMINATION TOTAL
2006 ™ M M M M M
Toal assets 8,138 20,277 3,220 1,526 (1.404) 31,757
Total liabilities 8248 15,703 2689 1174 (1,404) 25408
Acquisition of property, plant and i
equipment, intangibles and other
non-current segmeniassets 93 _ B 60 - - 161
Depreciation expense o o 16 A - S 42
Other non-cash expenses = A = - 8
Total revenue ' 3554 6.319 2.240 736 (678) 12,171
Gross written premivm 3,218 5213 194 900 180) 10,372
Gross earned premium 3,132 5,061 1,876 678 (678) 10,069
Outward reinsurance premium expense_ _~_ (518) 1208 {723 {140y 678 1811
Net earned premium 2,614 3,853 1,163 538 - 8.158
Net claims incurred {1,381) 12,184) 644) (342) - {4,551)
Net commission {358) (661) (295) {70) - (1.384)
Underwriting and cther expenses 1436) (466) {95) {26) - 1.023)
Underwriting result 439 542 119 100 - 1,200
Investment income on policyholders’ funds 184 329 41 # 34 - . b8B
insurance profit 823 871 160 134 - 1,788
Investment income on shareholders’ funds 31 182 7 14 - 234
Amortisation of intangibles {2) (6) (2) - - (10}
Profit before income tax 652 1.047 165 148 - 2.012
Income tax expense o oy 288) {54) o - (519
Profit after income tax 482 759 11 141 - 1,493
7Eet profit attributable to minority interest (8) - (2} - - (1(7))7
Net profit after income tax attributable 1o
members of the company 474 759 109 141 - 1,483

Intersegment transactions are priced on an 8rm's length basis and are eliminated on consolidation. Further information regarding
the consolidated entity's business segmenis is included on pages 24 10 43 of the annual report.




SEGMENT INFORMATION CONTINUED
AUSTRALIA
PACIFIC ASIA EURDPEAN THE
CENTRAL EUROPE  OPERATIONS AMERICAS  EQUATOR RE  ELIMINATION TOTAL
2005 M M M M M M
Total assets 7 8056 18412 3.107 956 _(866) 29665
Total fiabilities o ~BOB0 15835 277 760 (866) 24506
Acquisition of property, plant and
equipment, intangibles and other
_non-current segment assets ) 8 306 } 61 ) = ) - 448
Dep_reciati_oh exﬁense 16 21 3 - - 40
Other non-cash expenées _ B ) 1 2 - - - 3
Total revenue B 3,372 6,944 2,086 373 {347} 12,428
Gross written premium -~ B 3022 4,794 1,492 353 (353} 9,408
Gross earned premium h 3,093 4843 1,435 347 (347} 917
) OuEward_Eeinsy[ance_premium expense {542) {946) {592) {52} 347 {1.785}
Net earned premium ' 2,561 3.697 843 295 - 7.386
Net claims incurred (1.349) (2,328) {506) {236) - {4,417}
Net commission {356) (651) {215} 29) - {1,251}
Underwriting and other expenses i o {e200 _1428) ) (62} - - (910}
Underwriting resuh ' 426 292 60 a0 - 808
Investment income on policyholdess’ funds 181 253 27 19 - 480
Insurance profit i 607 545 87 a9 - 1.288
Investment income on shareho!ders’ funds 50 171 10 7 - 238
Amortisation of intangibles L - (2) = - - 3)
Profit befare income tax 656 714 97 56 - 1.523
income tax expense - 87 (187 o34 _an - {425)
Profit after income tax 469 527 63 39 - 1,098
_Net profit attributable te minority interest {6) - ) {n - - ) 7
Net ﬁrofi{afler'iﬁéomeilai Eibu{aae lg T -
members of the company 463 527 62 39 - 1,091

Intersegment transactions are priced on an arm's length basis and are eliminated on consolidation.
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SEGMENT INFORMATION CONTINUED
(B) External product segments

DIRECT AND FACULTATIVE INWARD REINSURANCE TOTAL
2006 2005 2006 2005 2006 2005
s\ M 1)) k1] k] b1 ]
Total revenue o 10,559 9,944 1612 2.484 1247 12,428
Net profi_t after incoim}s 1é:at1ribala_b£— T T Tt Teerrr T e o
to members of the company J.382 _1.116 101 fze) 1483  1.091
Total assets B 25,598 23,130 6,159 6535 31757 29,665
Acquisition of property, prliant and o o T T oo T T
equipment, intangibles and other
non-gurrent segment assets 130 349 N 99 161 448
(C) Geographical analysis
AUSTRALIA ASIA-PACIFIC EUROPE THE AMERICAS OTHER TOTAL
3] ™ M ™ 1 M
Total revenue 2006 3,158 750 3,314 4,007 942 12,171
B L 2006 338 922 3592 3.632 964 12,428
Net profit atter income tax atiributable 2006 442 168 406 242 225 1,483
1o members of the company. o 2005 404 40 48 88 Bl 109
Toial assels - 2006 8,d20 1.836 10,240 8,744 2917 31,757
S . 2005 7917 1,975 11,003 7.730 1,040 29665
Acquisition of property. ;;a-m and -?066— ) —_79 T ;- o ?7 N 6077 ) - 161
equipment, intangibles and other
non-current segment assets 2005 81 - 170 197 - 448

Profit and loss amounts are allocated o a geographical region based on the location of the risk or. when this information is not
available, based on the location where 1he risk was underwritten.

Assets are allocated 10 a geographical region based on the location of the relevani risk where appropriate, or based on the
location of the asset.
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RECONCILIATION OF CASH FLOWS FROM OPERATING ACTIVITIES TO NET PROFIT AFTER
INCOME TAX ATTRIBUTABLE TO MEMBERS OF THE COMPANY
THE COMPANY CONSOLIDATED
2006 2005 2006 2005
M M M M
Cash flows from operating activities 1,086 187 2,039 1.987
Degpreciation of asseis - - {42) (40}
Amaortisation and impairment of goedwillfintangibles - - {10} i3
Arnertisation of premium/discount on fixed interest securities - - 1 9}
Profit (loss) on sale of controlled entities 16 629 {1 1M1
Loss on sale of plant and equipment - - (6) {5
Net foreign exchange (losses) gains {12) (5) 18 3
Other gains on financial assets - - 213 278
Increase in net outsianding claims - - {411) (836)
Increase in unearned premium - - {362) (236}
Increase in deferred insurance costs - - 57 62
Increase in net amounts receivable from controlled entities 759 267 - -
Increase in trade debtors - - 35 350
Increase in other operaiing assets 380 26 85 17
{Decrease) increase in trade and other payables - - 161 {263)
Decrease (increase) in current tax liabilities 43 (60) (47] {85)
{Increase) decrease in deferred 1ax liagilities 16 16 {271) {139)
{Increase) decrease in provisions {9) - 34 65
Minority interest T B - {10} - 9)
Net profit after income ta;a?trii)ut;bie to mehbérs of the company 2,279 1,060 1,483 1.091
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EVENTS OCCURRING AFTER THE BALANCE DATE

In December 2006, the consolidated entity announced its purchase of Praetorian Financial Group, a property and casualty insurer
in the US. The purchase is subject 1¢ regulatory approvals and is expected 16 complete early in the second quarter of 2007.

The purchase price is USS$0.8 billion and the fair value of net tangible assets at the date of acquisition is expected to be around
USS$0.46 billion.

Since 31 December 2006, the consolidated entity has announced its purchase of Winterthur US Holdings. Inc., a property and
casualty insurer in the US. The purchase is subject to regulatory approvals and is expecied 1o complete during the second quarter
of 2007. The purchase price is US$1.16 billion and the fair value of net tangitle assets at the date of acquisition is expected to be
US30.78 billion.
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in the directors’ gpinion:

{a) ihe financial statements and notes set out on pages 70 1o 137 are in accordance with the Corporations Act 2007, including:

(i) complying with accounting siandards. the Corporaticns Regulations 2601 and other mandatory professional reporting
requirements; and

li) giving a true and fair view of the company’s and consoclidated entity’s financial position as at 31 December 2006 and
of their performance, as represented by the results of their operations. changes in equity and their cash flows, for the
financial year ended on that date; and

{b) there are reasonable grounds 10 believe that the company will be able 1o pay its debls as end when they become due and
payable; and

c) the sudited remuneration disclosures set out on pages 57 10 67 of the directors’ report comply with Accounting Standard
AASB 124: Related Party Disclosures and the Corporations Regulations 2001.

The directors have been given the declarations by the chief executive officer and chief financial officer required by section 295A
of the Corporations Act 20071 for the financial year ended 31 December 2006.

Signed in SYDNEY this 23rd day of February 2007 in accordance with a resolution of the directors.

oo

EJ Cloney FM O‘Halloran
Director Director




Audit opinion
In our opinion:

—_

- the financial report of UBE Insurance Group Limited:

gives a true and fair view, as required by the Corporations
Act 20071 in Austalia, of the linancial position of QBE
insurance Group Limited and the QBE Insurance Group
{defined below) as at 31 December 2006, and of their
performance for the year ended on that date; and

is presented in accordance with the Corporations Act
2001, accounting standards and cther mandatory financial
reporting requirements in Austratia, and the Corporations
Regulstions 2001; and

2. the audited remuneraticn disclosures that are contained
in pages 57 10 67 of the directars’ repert comply with
Accounting Standard AASB 124 Related Party Disclosures
{"AASB 1247) and the Corporations Regulations 2001.

This gpinion must be read in conjunction with the rest of our

audit report.

Scope

The financial report, remuneration disclosures and
directors’ responsibility

The financial report comprises the balance sheet, income
statement, cash flow statement, statement of recognised
income and expenses, accompanying notes to the financial
statements and the directcrs’ declaration for both OBE
Insurance Group Limited ("the company”) and the QBE
Insurance Group {“the censclidated entity™), for the year ended
31 December 2006. The consolidated entity comprises both
the company and the entities it controlled during that year.

The company has disclosed information about the
remuneration of key management gersonnel {“remuneration
disclosures”) as required by AASB 124, under the heading
“remuneration report” on pages 57 10 67 of the directors’
report, as permitied by the Corporations Regulations 2007,

The directors of the company are responsible for the
preparation and true and fair presentaticn of the financial
report in accordance with the Corporations Act 2001, This
includes responsibility for the maintenance of adequate
accounting records and internal controls that are designed

to prevent and detect fraud and error, and for the accounting
policies and accounting estimates inherent in the financial
report. The direciors are also respeonsible for the remuneration
disclosures contained in the direciors’ report.

Audit approach

We conducted an independent audit in order 10 express

an opinicn to the members of the company. Qur audit was
conducted in accordance with Australian Auditing Standards,
in order 1o provide reasonable assurange as to whether

the financial report is free of material misstatement and

the remuneration disclosures comply with AASB 124 and
the Corporations Reguiations 2001. The nature of an audit

is influenced by factors such as the use of professional
judgment, selective testing, the inherent limitations of
internal controls and the availability of persuasive rather than
conclusive evidence. Therefore, an audit cannot guarantee
that all material misstatements have been detected.

For turther explanation of an audit, visit our website
hitp:/Avww.pwe.com/fauffinancialstatementaudit.

We performed procedures 1o assess whether in all material
respects ihe financial report presents fairly. in accordance
with the Corporations Act 2001, accounting standards and
other mandatory financial reporting requirements in Australia,
a view which is consistent with our understanding of the
company's and the consolidated entity's financial position,
and of their performance as represented by the results of
iheir operations, changes in equity and cash fiows, We also
perormed procedures to assess whether the remuneration
disciosures comply with AASB 124 and the Corporations
Regulations 2001.

We formed our audit opinion on the basis of these
procedures, which included:

+ examining, on a test basis infermation 1c provide evidence
supporting the amounts and disclosures in the financial
report and remuneration disclosures; and

* assessing the appropriaieness of the accounting policies
and disclosures used and the reasonzgbleness of significant
accounting estimates made by the directors.

Qur procedures include reading the other infermation in the
annual repor to determine whether it contains any matenal
inconsistencies with the financial report.

Whilst we considered the effectiveness of management’s

internal controls over financtal reporting when determining
the nature and extent of our procedures, our audit was not
desigred to provide assurance on internal controls.

Qur audit did not involve an analysis of the prudence of
business decisions made by directors or management.

Independence

In conducting our audil, we followed applicable
independence reguirements of Australian professional
ethical pronouncements and the Corporations Act 2007,

RD Deutsch
Partner

—

PricewaterhouseCoopers

Sydney
23 February 2007

Liability imited by a Scheme approved under Professional
Standards Legislation.
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QBE is incorporated in Australia, is listed on the Australian Stock Exchange {"ASX") and trades under the code "QBE".

Annual General Meeting ("AGM"}
11:00am Wednesday. 4 April 2007
The Waestin Hotel, 1 Martin Place, Sydney NSW Australia

Online proxy voting is available through the Link invesior service centre website.

Voting rights of ordinary shares
The constitution provides for votes 10 be cast:

= on a show of hands. one vote for each shareholder; and
» on a poll, one voie for each fully paid ordinary share.

Shareholder information and enqguiries
Muost enquiries and correspondence regarding shareholdings can be directed to QBE's share registrar:

Link Marketl Services Limited
Locked Bag A14, Sydney South NSW 1235 Australis

Level 12, 680 George Street, Sydney NSW 2000 Australia

Telephone: +61 2 8280 7168  Facsimile: +61 2 9287 0303
Internet: www linkmarketservices.com.au (link invesior service centre website)
Email: registrars@linkmarketservices.com.au

For security purposes. please quote your Securityholder Reference Number {"SBN") or Holder Identification Number ("HIN).

If you are broker {CHESS) sponsored. queries relating to incorrect registrations and changes to name and/or address can only
we processed by your stockbroker. Link Market Services {"Link") cannot assist you with these changes. Please quote your HIN.

Relevant interests register

QOrient Capital Pty Limited of Level 12, 680 George Street, Sydney NSW 2000, Australia maintains QBE's register of information
about relevant interests. The register contains any responses from custodians on and after 1 January 2005 to searches relating
10 the beneficial ownership of QBE's shares. Shareholders and other parties can telephene Orient Capital on +61 2 8280 6000 or
facsimile on +61 2 8280 6001 if they wish 1o inspect this register.

Shareholding details online
View your sharehcldings and update your details online at the Link invesior service centre website. You will be asked 1o provide
either your SRN or HIN, your surname and postcode.

You may receive dividend statements, notices of meetings. annual reperts and major company announcements electronically
by registering your email agddress at the Link investor service centre website.

Removal from annual report mailing list
t you do not wish 10 receive a copy of the annual report, please notify Link in writing or select “communication options” on
the Link investor service centre website.

The half vearly results summary 16 30 June 2007 will be mailed with the interim dividend. The next annual repor tor the year ending
31 December 2007 will be distributed in March 2008. QBE does not produce a concise finangial report.




Tax File Number ("TFN"), Austratian Business Number {*"ABN"} or exemption — Australian residents

You can condirm whether you have lodged your TFN, ABN or exemption by visiting the Link investor service centre website.
If you choose not to lodge these details, GBE is cbliged to deduct 1ax at the highest marginal rate (plus the Medicare levy]
from the uniranked portion of dividends paid. Australian shareholders living abread should advise Link of their resident status
as limited exemptions to iax deductions may apply. TFN forms are available from Link or can be downloaded from either the
(QBE or Link websites.

Dividends

QBE encourages shareholders to have cash dividends credited directly 1o g bank, building society or credit union account in
Australia or New Zealand 10 eliminate delays in funds clearance and to significantly reduce the risk of loss or theft. A dividend advice
confirming the depasit details is either mailed 10 you or is available online on the payment date.

Eligible shareholders can choose 1c participate in QBE's Dividend Reinvestment Plan ("DRP”) and Dividend Election Plan {("DEP").

The ORP enables you to apply to subscribe for additional shares. The DEP is & bonus share plan whereby the dividend entitlement
is forgone for bonus shares in lieu of the dividend. In order to participate in either DRP or DEP you must have a minimum
shareholding of 100 shares.

Participanis may change their electicn to participate in the DRP and DEP at any time. DRP/DEP election cut-off dstes and
application forms are availabie from QBE's website.

Unpresented cheques/unclaimed monies

Under the Unclarmed Moneys Act 1862, unclaimed dividends must be given o the siate treasury. It is very important
that shareholders bank ouistanding dividend cheques promplly and advise Link immediately of changes of address or
bank account details.

Privacy legislation

Chapter 2C of the Corporations Act 2001 requires information about you as a security holder (including your name, address and
details of the securities you hold) to be included in QBE’s share register. These details must continue to be included in the public
register even if you cease 10 be a security holder. A copy of the privacy policy is available on Link’'s website.

Registered office
QBE Insurance Group Limited
Level 2, B2 Pit1 Street, Sydney NSW 20600 Australia

Telephone: +61 2 9375 4444 Facsimile: +61 2 9235 3166
Internet; www.gbe.com

QBE website

QBE’s website provides investors with information about QBE including annual reports, halt yearly reperts and announcements 1o
the ASX. The website also olfers regular QBE share price updates, a calendar of events, a brief history of QBE's dividends, access
to standard forms (change of address, direct credit advice and more) and the ability to verify shareholding details.
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RECENT QBE DIVIDENDS

i . CENTS PER

' DATE PAID TYPE RECORD DATE SHARE FRANKING %
26 March 1999 interim 5 March 1999 8.5 50
1 Qciober 1999 {inal 10 September 1989 185 50
31 March 2000 interim 10 March 2000 14.0 10
29 September 2000 final 11 September 2000 15.0 35
12 April 2001 final 26 March 201 16.0 30
28 Sepiember 2001 interim 7 September 2001 16.5 25
12 April 2002 final 25 March 2002 135 15
3 October 2002 interim 13 September 2002 16.5 12
11 April 2003 final 19 March 2003 18.5 12
25 September 2003 interim 1 September 2003 20.0 15
25 March 2004 final 9 March 2004 220 30
20 September 2004 interim 30 August 2004 24.0 50
23 March 2005 final 7 March 2005 30.0 50
16 Sepiember 2005 interim 29 August 2005 33.0 50
29 March 2006 final 10 March 2006 38.0 50
14 September 2006 interim 1 September 2006 a0.0 60
TOP TWENTY SHAREHOLDERS As AT 31 JANUARY 2007

NUMBER OF

! NAME OF REGISTERED SHAREHOLDER SHARES % OF TOTAL
J P Margan Nominees Australia Limited 167,496.594 20.46
Westpac Custodian Nominees Limited 137,809,712 16.84
National Nominees Limited 125,831.645 16.37
ANZ Nominees Limited 64,891,683 7.93
Citicorp Nominees Pty Limited 53.794.762 6.57
HSBC Custody Nominees (Australia) Limited 38.515,676 4,70
Cogent Nominees Pty Limited 19.664,694 2.40
Queensland investment Corporation (/- National Nominees Limited) 16,881,244 2.06
AMP Life Limited 8,552,295 1.04
Westpac Financial Services Limited 8.021.488 0.98
UBS Nominees Pty Lid 6,492,626 0.79
RBC Dexia Investor Services Australia Nominees Pty Limited B.266.944 0.77
Suncerp Custodian Services Piy Limited 4.081.766 0.50
QBE Management Services Pty Limited 2,788,180 0.34
Perpetual Trustee Company Limited 2,751,522 0.34
Australian Reward Investment Alliance (¢/- J P Morgan Nominees Australia Limited} 2702614 0.33
UBS Wealth Management Australia Nominees Pty Ltd 2603516 0.32
Australian Foundation Invesiment Company Limited 2,459 487 0.30
Victorian WorkCover Authority [c/- National Nominees Lirmited} 2,256,268 0.28
IAG Nominees Pty Limited o o o o 1,815,965 - 022
Total ' 675,779,685 82.54




QBE SUBSTANTIAL SHAREHOLDERS As AT 31 JANUARY 2007

NUMBER OF
I NAME SHARES % OF TOTAL'" DATE OF NOTICE
UBS Nominees Pty Ltd and its related bodies corporate 64.790.756 8.06 9 June 2006
AXA Asia Pacific Holdings Limited 60,527,694 7.53 6 October 2006
The Capital Group Campanies Inc 48,268,558 5.90 25 January 2007
Barclays Global Investors Australia Limited 38,779,454 5.04 25 July 2005
M) % of to1al a1 dale of notice.
DISTRIBUTION OF SHAREHOLDERS AND SHAREHOLDINGS aS AT 37 JANUARY 2007
| NUMBER OF NUMBER OF
SIZE OF HOLDING SHAREHOLDERS % SHARES %
1-1.000 27 538 53.39 14,194,742 1.73
1,001 - 5.000 19,927 38.63 43.725.818 5.34
5.001 - 10,000 2.421 469 17,096,005 2.09
10,001 - 100,000 1.912 293 36,086,550 4.41
[ 100,001 or more o _ @ 038 707602455 86.43
i Total 51,582 100.00 818,705,570 100.00
SHAREHOLDINGS OF LESS THAN A MARKETABLE PARCEL AS AT 31 JANUARY 2007
!
| SHAREHOLDERS SHARES
' NUMBER % OF TOTAL NUMBER % OF TOTAL '
Holdings of 17 or less shares 393 0.76 3,244 0.00
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T4,

2007

[NANCIAL CALENDAR

23 February

2 March

7 March

14 March

7 April

4 April

30 June

20 August*®

4 September”
10 September”
26 Septemnber®
31 Decermnber

Prefit and dividend announcement for the year ended 31 December 2006
Annual report available on website.

Annual report posted 1o shareholders with notice of AGM and proxy form.
Shares begin trading ex-dividend.

Record date for determining shareholders’ entitiement 1o 2006 finai dividend.
2006 final dividend paid.

Annual General Megting

Hall year end

Profit and dividend announcemaent for the half year ending 30 June 2007.
Shares begin trading ex-dividend.

Record date for determining shareholders’ entitlement te 2007 interim dividend.
2007 interim dividend paid.

Year end

Dates 10 be contirmed.

QBE ANNOUNCEMENTS TO THE ASX

2007

Announced the acguisition of a strategic holding in Ausibrokers. 9 February
Announced the reinstaternent of the dividend reinvestment plans. 9 February
Announced the acquisition of Seqguros Cumbre SA de CV 2 February
Announced the acquisition of Winterthur US Hoeldings. Inc. 5 January
2006

Announced the acguisition of Praetorian Financial Group in the US and 2006 results update. 13 December
Announced the appoiniment of Duncan Boyle to QBE's board of directors. 28 September
Announced the suspension of QBE's Dividend Reinvestment Plan {("DRP") and Dividend Election Plan

("DEP"} due to the company’s strong capital position. 16 August
Announced record half year profit and interim dividend. 16 August
Announced private institutional placement of nor-cumulative perpetual preferred securitigs, 12 July
Announced new closing date for DRP election forms, 6 June

Announced further exercise of options on achievement of performance
hurdles in respect of a8 2004 acquisition.

Subsequent exercise announced on 10 October 1 June
Announced lurther conversion of QBE LYONs securities into ordinary shares of the company.
Subseguent conversions announced on 22 May and 22 December. 21 April
2006 AGM 7 April
Announced DRP pricing details. 3 March

| Announced a record 2005 profit and increased dividend. 23 February
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QBE Insurance Group Limited
82 Pitt Street Sydney 2000 Austrahia
Phone +61 2 9375 4444

www.qbe.com

END |



